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Chapter I: Background

Introduction

Public administratorsin the electrical power industry are faced with dynamic and
fundamental changesthat will no doubt impact their working liveslike nothing elsethey
have ever encountered or are likely to encounter in their careers. All-encompassing
change ison theimmediate horizon and there islittle timeto prepare. Managersof
public power systems, rangingfrom small town City Managersto genera managers of
large el ectric cooperatives are being faced with deregulation of the industry and the
prospect of competing for customers, even on the local level. Changeisalready taking
place a a pace which is being described as exponential, inexorable, exhilerating, and to
an extent, frightening. Daily headlinesin newspapers acrossthe nation and in Texas
carry the banner of deregulation, competition, price breaks, and tak of who will w n
and who will lose (see Table 1.1). The stakesare huge. Electrical power salesarein
excess of $200 billion annually in the United States. Public and private utilities alike
face, for the first time, ared risk of financial ruin. The effect of failed utilities would
befelt on Wall Street and on Main Street. There isa possibility that federa effortsto
support failing utilitiescould compare to the Savingsand Loan industry bailout in terms
of the dollarsrequired. Few individua s outside the industry had any ideathese events
were taking place just one year ago. With more and more stories appearing in the
newspapersand recent television advertisements, public awarenessisincreasing. No
doubt in another year awarenesswill escalate rapidly as people become aware of just
whet isat stake in the discussionsgoing on in state legislatures, public utility

commissionsand local meetingsof city councilsand utility boards.
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UTILITIES GO TO

The last peaceful sancteary of monopolyis breaking up into a ferocious field

of mergers and marketing maneuvers. Now for round two.

B bv Peter Nultv

OR THOSE who lead America's big
power companies, decades of peace-
ful, regulated coexistence are noth-
ing mare than 2 memory. Today the
a3 of aggression ring loudly across the
4 skirmishes over territory break out ai-
) we:ELy, and unhny executives boldly
wt of their lawest bartle plaas, At stakein
s ¢ver-widening conllict: the very utlicy
1 you par, not fo mection the survival of
ne of America's fost widsly awned com.

0’S IN FIGHTING TRIM .

AR B

t|]1ty proposeSrate cutfor 61 argest.customers

By Lavtan CopeuN
Amesicary Stenesman Staff -
[

panies. For a sensc of how this war s shaping
up, lake a look 3t Broken Bow, Oklahoma,
which lies in the foothills of the Ozarks
about 125 miles north of Dallas. Nor long
220 some 4,000 iocals depended for employ-
mert on & Tyson chicken processor and local
tourist traffic Then, in 1993, Pan Pacific
Corp. came [0 town scouting for a place to
build a paper plaot that could employ 45 peo-
ple. All that the company necded 10 move in
was somcthing by way of an incentive.

S0 Broken Bow pulled a
stunt that a lot of rowns are
chinking abour these days:
They gor this prospective
employer a break on electric-
IN rates. To do so. ~hdacal
water ulility, Broken Bow
Public Works Authority, de-
clared iseil to be an electric

only uilities are permiued
to buy and sefl, and 1 under-
cut the prices charged by the
established utility, Public

Low-cost comhaiants will
taka Larritory from their joes
as the market deregulates.

w8 Clty of Austin |s prnpo-tr\g rata breaks, averaging 9 pert:‘ent,"for
;sl.: largast alectric cusiomars: [EM, Motorola, Advanced Micto Des: -

! Gurrent Rate

‘ergy rate

tha energy thay use.

1.5 cents per kilowatt hour
mand rate* 311.81 per thousand watts $11.40 per Ihu.esnnd wutt:
Current annual revenue from six cusfomers: $48 mllllon
Annusl cost of rate breaks 10 utiity: $4.2 millen

Unlika residentlal cusiomers, ‘ndustds! customers are :'Mr;ed' [] dmmd
ta, which charges for the peak d'murdlhqwt on Ihnlplm!. h dmmﬁ

« Proposed Rate
1_1.1 cants per towh !

a5 lomers,

ugite 1his allowed It 1o go

shog%'ng for thzap power in
the wnolesale markst, where

0 Trying to hedge 1ty bets against
dereguiation of the power [ndus-
try, the Austin Electrlc Utility De-

ments, Advanced Mlero Devices,
Appiled Materlats and Seton Hos-  ihese deals.”
b pital to slgn long-term cantracts,
up to 10 years. Rates for other cus-
including residentiol See Electrc, Back page

T
et ,
gervi:: of Oklahama. PSO i aow suing be-
fore the state supreme court to have the
terms of the deal revesled 1o the public. Ad-
mits &7ty administrator Mark Gutheie: *We
go, a fighr On our hands, nor rhat we &x-
pected Public Service to take kindly to what
we were doing.”

You'll find the same leisry artitude on the
other side of this new industry divide, among
aggressors like Richard C. Geeen Jr, CEG of
UtiliCorp United of Kansas Ciry, a utility
that's rolling into new markets faster than a
well-piled panzer divisien. “Qur corporate
idols,” Green says, “ars McDonald's, South-
west Airlings, and Wal-Mart because they
are fyn, convenient,_and low cost, * In other
words, he likas their snaEuv service and gut-
theoat ricing Green has evencome up with

the off-price pawer he seils,
EnergyOnc, flaunring il at a recent balloon
race in Albuguerque (see opposite page).
Okay, 50 “EnergyOne” dossn’t have the pi-
zazz of “Coke” or “Big Mac,” but it's sdll
early in the day.

The fight among power titans (o win cver
consumers will likely play out house by
housc. Qtter Tail Power Co.—there i< ane,
in Fergus Falls, Minnesata—could welt call
you at your home in Atlanca, say, olfering a
year’s supply of free light bulbs if you dis-
connect from Southern Co. and buy some

'

. wsers, woldd not change
Lt macks tha clty's first attempt
*-to address the prospect of compe-
litkon by cutting rates, The Legls-
lature and Congress will consider
" deregulatlng the power industry

+ {tles have already done some of

‘The proposal will be the focus of

Bond rating
fears propel
utility decisions

| C.bu.nc.u 3 moveto cut city
budget's rellance on electrici ty
revenueis caled positivestep

By LarLaw Coppus
Arar SLplrn SO

Ewvery taxpayer ln Austin has gotten s call from his
oF her banker,

‘The message: Get our mom-and-pap #lectric uttll-
1y ready for Wal-Mart-siyle competltion. Cut costs,
reducs dabt and squeaze profll marging, or pey mil-
Tlons L higher Intersst charges. .

The bankers, Ln this case, are the bond rating frms
of New York, and just the threat of competition com-
ing to Austla's monopoly has them demanding &g
tlon now

The Austtn City Cauncil last wnk enswered the
call, Lo part, with & small Increass in hameownery'
tax bllls and deeper-than-axpacied. and perhaps [rst-
sver, cul in the uellity profids thaf ace used 10 subal
dize more than one-fUth of city services such ay

5o how did Anatin do?
1 think 1r's » 322p In the right direction  said Mal
Fa.on the director of Slandard & Poor's Dallas of
N. e of nextyoar's budget The e lng3 are expectsd

to resire utl.lky debL or [lnance discaunts to persuada
the arges] eleciric CUMOMers 10 31N )Ag-1arm cod

tracts instead of mERing for cheaper electiclty ina

RICHARD C,
GREEN JR.

E%IDUCDR?
UNITED

"Our idols are
McDonald's,
Southwest & -
fines, and Wal-
Mart because
they are fun,
convenient, and
fow cost” In
other words, he
likes their
shappy service
and vicious
price cutting.

Elecrrie Utdity 3.0 Survey
Mly 1995 | Residearial 1508 KWH)

partment stafl wants to cut the '« next vear, and the clity’s largest sl foevied ot
electricbllls of Ity six largest cus- - customers’are considered likely Is [
tomers by 9 percenl. - -4 largets of a rald by compelitors. etk
It would cost the municipaily- “Qur (largest) cuslomers are e Bl Liuis Depant
- gwned utility 34.2 million a year. - ppwaging ua pretty hard to'do (his.” Gy
[n exchiange, the utility would ask  aatd fohn Moore, ulllity director Qrata
{5M, Motorels, Texas Instry- - and sore of our nelghboring utll- Eemala Rootis Uakiy

Very big customers get very special treatment in Jacksonville and Manassas

New Age Ratemakmg

REDERICK | “Compotition is approachi o e e ,
HCKMAN | fot o than pospie spech It S,JlM 0 lOOK AT«. R
Brcoar says Buckman, a s sl
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Table 1.1 Headlines Signal Change

wpdale

pre-emplive strike
lounched by ulility
The good old days of
manopoly matkess may be
winding down for the state's
electrie udlity eompanies.
Come Jancary, the [egisintive
debare over rewil comped-
tien in the sute' eleerie
wility industry ptomues to
e 2 bamn burner as troops of
hired-gun lobbyists line up
behind the frate’s 10 udlity
companies on onc side and
energy recailers on the otha
The debate has already
begun in earnesc as Congrens
and other seates consider
proponsls allowing energy
Tetailen o bypan uEHY
tompanies 2nd gcll powes
disecdy 10 consumers.

The momentum npatjonal- |

debt

By Bruce Higut

Amercan-Saresman Siaft

TR TSI

Iy appears 1o be moving
towards dereguladon The
queston it a0 longer whesber
the electric market should be
opensd up to competition
but when it will happea.
Acknowledging this
mood, Enrargy Corp. (an
electrie  udlity
300,000 custorners in south-
wert Texas) has decided to
unleash a pre-emptive swike
by filing » proposal with the
state Prblic
Commiuwen (PU.C) out-
lining *1 seven-year trinsi-
i§on path” ta rerail compen-
tion. The company’s smate-
£Y° o negobiatr 2 seven-year
surrender with the PU.C,
before M _Legislature enaco

rerving

1 more immediate dereguls-
tion plan. Entergy chairmao
Edwin Lupbager says the
plan “gives us 2 ehance to get

Industries

seek deal
on rates
for power

W Electric uility vant s long-term
contracts in return; City Council
orders hearings

- -

Utility_|

things in order and not go
thraugh 3
overnight and causc 3 lot af
duos.”

The “chacs™ stems fram
the udlities’ contention that
desegulation rill drastieally
raise electric fatcs fur mi-
retail

:ompcntan come 1d,

murkes and steal away their

bur cuttomen = high-use,
industrial eonsumen. Usilicy
_executives say they caat
compete with the smaller

retailers, because Tems | U

Ges s— cumentdy wddled

with $23 billion in collecrive

debr on their power plans,

Entagy’s scven-year plan is

based on the time the utility

sayr it needs 2o whittle down
its qwn dcbe,

Thr state’s cther clectrie

the mtailers

revoludon

dendal consumers

utilitier and

Ocroees ¥
159§

Youumr 34
Numsex 24

reacted coolly 1o Earcrgys
ompromise plan. Dalla-
bated Teoxas Utilities, the
state’s Jargest ucility, im't
ready 1o wave the white flag
on retad competinon, citing
risks B small consumen. Bill
Miller, head lobbyist for
applauded
Lupberger's accepunce of
deceguladon but said the 7-
year plan falls short T think
he's wrong on M _time — il
he divides by two bels gor it
right on the money” «

retailen,

Freezeon residential

rates proposed

New technology monitors indiridual appliance energy use.

A Moae
| ntelligent Meter

PUC ideawould shield utilities |

M Consumerswho switch would
havetohelp pay oldsupplier's

UTILITY STOCKS WITH LOTS OF SPARK

Comgany

Ticker symbol

FUBLIC SERVICE OF COLORADO -

Current P/E raths
Yield

(i 12700}

Who uses the most electricity?

lrgest cusTMma
1 Motorcia
2 BM

4. Univarsity of Taras

The Ayadn electie willisy's

| Advancad Micr Davices

10, trvestors Life insurance Ca,
11 Seton Medical Center

12, Locadiesd

13, Austin Amaciean.Saesman

14. A U Managament
14, State fiN Insuance
14, Sarton Creek Squam

17, Trendwestam Property Cg,

£ Taxas | 18, Moch Refining Cac

4 Soead T— 13, S5t Darid's Hospital

7. Cry of Ausm 20. Trammed! Crow

. Air Force Baza 3

8. Applied Mater “SA(e goaTITENt Signed & WA

Sourta: Auszn Sertne Uiy Dapt.

CONTECT Wl YA 1 TS Y A e
RSO,

Succwut story

B Mmswﬂ'sMWganulhshﬁsk@uudﬁl's
" o and gas Inrsimess, witich will help grofits Row,

This Plosida utility ddes anfy 4% of ils husiness with

- industrial customers, the ones mast Ekefy tobatt. - *:7 -
An \greznbated subsidiary that mabes power stations is win-
ming major interrational eantracks for this Becatur company.
!Mdflﬂhalwmﬁhu!ﬁmbmm{wmshep
* bkig arstomers happy and its 4,5% eamings growth secure.
leawine Rosengren at Piper Latfray sees a polential frec-amrhet
winner i ity destribution system, low costs, 2nd trading savwy.

: Ammhase—llwm'msu,auud
merseriilnpmihdowuhfgmmp. -

wmmmm

Plans to make EnergyQne the fist “brand ame™fa -~
- e history of oiffifies ke this one 3 winnes for Lht, -

. 1 Low conhs, fow and a campetitive ghve thin Wiscarsin B
B uﬂ,aﬂdhﬁ!’mh\lmlmsmm
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utility hopesratecut

titi

Residential rates

Mo chasge u proposed ‘or residental e

At 500 wiowatt hourd 335 cents gor ko=t 353 cantd ger kwh
All St cpmge 300 att

Schedule of rate hear;'ngs

Wit Surnmar

807 cants VA~ T8I cenupar B

A am Mo L9, Asmn Dactec Loliey Commisson It i Then
Aniy Covmpr, TIL Bawton Sorngs Aoad

S8 am M L sgon Dectric Utity Commeasion ot Tia Then
Laka Cortgr, T21 Garton $grngs Aoac
lugmnummmwnmn
Chembeny, 307 Yes: Second Stwet

CREDITWEEK

MUNICIPAL

THE AUTHORITY OM CREDIT QUALITY

ANDARD & POOR

JUNE 28, 1945

BUSINESS POSITIONS IMPACT MUNICIPAL ELECTRIC RATINGS

Bond rating firms want utility plan

B Poor strategy for
becoming more
competitive could lead
to lower rating for
Aunstin’s utllity
revenue bhands

do any good.’
Bruge Tudd. Austin mayor

‘The more specific, the better. A’
plan that is ambiguous won’t

In praiseof

he Austin City Council deserves a

I pat on the back for cutting the

transfer of profits from the electric
utitity to the city daily operating coffers.

The transfer was one-fourth of the
money in the general fund last year, Orig-
inally, council tnembers were going to
hold the transfer at $60 million in the
1997 budget. which war approved this
week, [n the last day of budget delibera-
tions, they decided on $57 million, a §3
million reduction.

However, their laudabie decision does-
n't solve the long-term fAnancial problem
facing the city: How (0 compensata for
the potential loss of millions of dollars
from the electric department that helps
to pay for basic services like police, parks
and street repairs.

The city aiso faces more than a $20 mil.
lion gap between revenue and expendi-
tures in the next five years, based on a
staff financia! forecast. The gap is the
Tesult of the expected reductions in the
transfer. the loss of grant doliars and
other revenue

A consultant recommends that the city

iash the ransfer by half in five years,
vhich adds up to 56 million a year: Coun-
: .. members have not reached a consen-
.3 on the recommendation, That deci-
2300 must be their goal in the next flscal

Jear
Pan of reaching consensus involves
r!thmkmf__}ty rellance onthe current
tdxes, property tax— and
uﬂnsfers of profits from the electric and
water and wastewater departments
the general fund. The taxer and transfer
are the major source of city dotlars,

If the Legislature deregulates the elec-
tric industry when u convenesin Janu-
ary, a further raductlon in the rransfer
may be required. The utility would need
the money to compere with companies
that will o¥ to lure custoners with lower

utility trim

rates.

Electric department staff members
ray the city needs to reduce its electric-
ity costs om 6.7 cents per kilowatt hour
to 5.45 cents, which is what San Anrto-
nio’s city-run utility charges customers.

Without a plan. city officials easily
could fall back on inereasing property
taxer and fees. That prospect is a bad
strategy for reducing reliance an the
transfer. Utility customers whe livein
thecity would swap lower rates for high-
er taxes.

City staff has been preparing far the
loss of the transter; but i tcangoonly so
far without City Council consensus. The
electric department has cut $7 million
from its operational budget, and City
Manager Jesus Garza has tried tobrin
down city costs through his so-called
fordability strategy Garza now requires
each department to justify its expenses
through regularly scheduled perfor.
mance reviews. They Can be money
Savers.

However, the city isn't going to stap
growing, which creates more demand far
services, and affordability can go bur so0
far. A strategy, Which focuses on identi-
fying new sources of long-termrevenue.
is needed. *Yhatever the source, it
shouldn't place the burden an home.
owners, That payload could drive them
out of the cm

The main tart for council members
and staff in the new flscal year is to
agree on areduction in the electric de-
partment transfer andlone-ternrev.
enue-genecating ideag that will offset the
impact of a cut now.

Luckily, City Council has the Qexibit-
ity to change the amount of the utiiity
transfer during the budget year, That ad-
jusiment may be necessary if the Legis-
k_xmre gives the green light 10 deregula-

on.,

k ggf‘kerm:i'dlil}‘ the Lower Colorada
. Aulhomy. offered NBU & list of |, ™ An updata by Mark Zlen,
optional Jower prices in September,

NBU officials said LCRA's offer is
the result of upcoming deregulation in
the elcetne service industry and could
result in up 1o §1.8 millhon in saving 1o

As 4 result of us new busi-
ness position assessments
Sundard & Poor’s has
placed 11 murucipal eleceric
utilioes on Creditarch
wilh negative implicarions
The specter of increased
cornpeabon ia the elecric
utility rdusery makes thece
11 utilites” cost and rate
structared incompatible with
their existing ratings. Any as-
soctated rating changes on
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The last twenty years have seen deregulation and open, competitive markets come
to many industries which had long been subject to direct governmental regulation asa
substitute for open competition. The natural gas, trucking, airline and
telecommunications industries have each succumbed to the same pressures in recent
years. Though many werereluctant at first, pressurefrom consumers, the media,
Congress and state and local regulatory bodies eventually overpowered the resistance.
Deregulation brought about radical change in each case including open competition for
customers {Derthick and Quirk, 1985).

Many of these industries operated under a monopolistic approach (as was the case
with telecommunications). For others, direct government regulation was designed to
protect consumersfrom price fixing or unfair trade practices. Still, oneindustry
remained which had avoided deregulation; the multi- billion dollar electrical power
industry. It has operated under a**natural monopoly"* setting and has been subject to
regulation for the last one hundred years. This isabout to change dramatically.

Asthe USand the world prepare for global competition, and with the advent of
high tech innovations which have made nationwide power distribution possible at
virtually instantaneous speed and measurement, deregulation at the wholesalelevel is
aready at hand. (Meyer, 1996: 10). Public administratorsin the industry are faced with
arange of unanswered questions:
¢ How soon and to what extent will competition arrive at the retail level?

e What effectson local utilities and city governmentswill this radical change have?

Thereis little doubt at this point that further deregulation can and will take place

in the near future. Many experts believe that competition will eventually come to the



retail level. (Greensberger, 1991: 31). This means that the potential exists in the not-to-
distant future for all customers, including small electrical users, to be able to select an
electrical power provider based upon cogt, reliability, customer service, outage response
time or even the level of environmental concern shown by the utility. (Miller, 1996: 66-
68). Thisfreedom of choicewill no doubt cause the demiseof many utilities creating
some unique problems for the industry and our society asa whole. (Nulty, 1995: 202).
Because the industry is such a capital intensive one and each new power plant
costs hundreds of millions of dollarsto build, many utilities could be faced with financial
ruin in a deregulated environment. (lvins, 1996: C1). Those unfortunate enough to have
built a power plant, or worse yet a nuclear power plant, in recent years based on the
regulated, customer-guaranteed, assigned service territory approach will be in the

lll

greatest jeopardy. The resulting ' stranded investment™ ~ asit is called may require some

sort of long term bailout at the state and/or national level. Some industry observers have
suggested pooled integration of costs for underutilized power plants in a nationalized

power grid (Ivins, 1996: C1).

1. Stranded investment isaterm used to describe capital improvements which have been made by a
utility which could become uselessor underutilitzed if acustomer or group of customersno longer buys
power from the utility. Up until now, the likelihood of that happening has been remote. Electric utilities
typically have certified service areas and are required to provide service to al customersin that territory
without regard to the economic viability of the investment in capital plant. If an existing customer is
allowed to select an electric service provider other than thelocal provider, large, existing capital plant
investments could become severely underutilized and a tremendous financia! burden.



Research Purpose

Although similarities exist between the electric power industry and other formerly
regulated industries, it isunclear what impact deregulation and subsequent competition
will actually have on the electric power industry. The purpose of thisstudy isto
determine the attitudes and opinions of City Managers and electric utility General
Managers (of Texas public power systems) as current expert/practioners. The research
study will determinetheir expectations with regard to the impact of deregulation and
open competition on; pricing of electrical services; staff levels; quality of serviceissues,
and socially motivated programs. The study will produce a timeline as to when they
believe these changes are likely to occur (see Table 7.1). In addition, city governments
have shown a growing dependence on utility fund transfersto the genera fund in recent
years (O’Leary, 1995: 21). The study will determinethe manager's attitudeswith regard

to the impact of competition on city government general fund payments.

Organization of Research

Chapter two contains a review of literature regarding the history of the electrical
power industry, the economics of monopolistic industries, deregulation of other
industries, and the possible impacts of competition on five specific aspects of the
industry. These aspects are used to form the conceptual framework for theresearch. The
chapter devel ops the working hypotheses for the study based upon the recurring themes
in the literature.

Chapter three considers the legal setting in which electric utilities operate and the

methods for which deregulation islikely to take place. Chapter four explainsthe



research setting for thisproject. Thedifferingtypesof public utilitiesin Texasare
explored and compared / contrasted with investor owned utilities. Chapter fivereviews
the research methodol ogy utilized. An explanation of how the data were collected is
included along with a graphical representation of the number of responsesobtained by
type of utility. Chapter six presentsthe resultsof the utility managerssurvey. The data
are presented in graphical and narrative form and istested against the working
hypothesespresented in chapter two. Chapter Seven containsa discussion of the research
findings and summarizesconclusionsdrawn from the analysisof the responses. The
chapter al so describes the limitations of the research.

The next chapter (chapter two) will explorethe literatureregarding the electric
power industry, monopolies, deregulationand fiveareas likely to be dramatically

impacted as a result of recent and impending actionsin the industry.



Chapter II: Literature Review

Introduction

Deregulation and open competition have come since 1978 to the airline, trucking,
natural gas, banking, and telecommunicationsindustries. The last bastion to submit to
the forces of open market competition has been the $200 billion per year electrical power
industry. That isabout to change. Congress, beginning with the passage of the Public
Utilities Regulatory Policies Act (PURPA) in 1978 and culminating fourteen years | ater
with the Energy Policies Act (EPA) of 1992, has essentially removed the barriers to
competition and has given the states an open door to begin the process of providing true
open access to electrical marketsfor customersat al levels of power delivery down to
the singleresidential household. (Beck, 1996: 30).
The purpose of thischapter isto review the literature regarding the history of the electric
power industry, deregulation, monopolies, and the potential results of open competition
inthe industry.
History of the Electrical Power Industry

The™ one hundred - year war over electricity” (Rudolph and Ridley: 1986) seems
to be over or at |east entering a period of renewed battle over concepts which have been
debated since electric power first became a salable commodity. The big questionswhich
remain center on how and when and to what extent deregulation is to take place, what
will be the consequences, who will be the winners and who will be the losers, and the

environmental and social consequences. (Beck, 1996: 34).



A commonly held perception is that the impetus for deregulation of the electrical
power industry came out of nowhere. Perhapsit has been influenced by the 1973 oil
crisisor the Northeast blackout of 1965 or even the industry's propensity toward
controversial nuclear power plants. In fact, the struggle goes back much further than
that. In thelate 1880s, there emerged a struggle over who would control the resource of
electricity, whether or not it would be treated as apublic resource (like water) or asa
service, the geographic territories that went with it, and the increasingly central place it
would occupy in the nation's economy. It was abitter fight that raged through hundreds
of cities and towns across America (Rudolph and Ridley, 1986: XI).

I'n other industrialized nations such as Great Britain, France, and Sweden,
electricity would ultimately become a publicly owned resource but that was not to be the
case inthe United States. (Rudolph and Ridley, 1986: 259). With control of the industry
in the hands of the private power companies, history was re-written to exaggerate
Thomas Edison's contributions and make him the benevolent father figure of electric
light for privately owned power companies. Technological advancesin power
transmission networks that would have reduced consumer costs went unbuilt for decades
due to private power's opposition. In morerecent years, nuclear power plants have been
rushed into commercialization in order to assure private power companies continued
control of the electric indusby and United States dominance of the international reactor
market. Regulation of the indusby was steadily undermined by a coordinated system of

political influence and manipulation. (Rudolph and Ridley, 1986: 32).



When electricity first emerged from the back rooms of inventors like Charles
Brush and ThomasEdison, it hit nineteenth century America with adazzling impact.
What fire must have been for early man electricity becamein the eighteen hundreds as it
began to light up wholecities, run trolley cars, power thousandsof heavy industrial
motors and spark the birth of masscommunications (Rudolph, 1986: 10). Many
political leaders were alarmed at the rise of the power industry's influence. Pennsylvania
Governor Gifford Pinchot remarked in the early 1920sthat:

"nothing like this gigantic monopoly had ever appeared in the history of the
world" in its ability to affect and control people's lives. Hewarned that if the industry
went uncontrolled, it would be "'a plague without previousexample™
(as quoted in Rudolph and Ridley, 1986: 11).

Decade after decade, for afull century, the guiding force of the industry was the
strugglefor control and the policies that shaped choicesin both economicsand
technology. In the 1930s, the power industry tried to block the presidential nomination
of Franklin D. Roosevelt because of his opposition to privately owned electrical utility
overchargeswhile he was governor of New York (Rudolphand Ridley, 1986: 11).
Many of the policiesof the New Ded were aimed at breaking up the private power
empires with strong regul ation and support for city officialsand groupsof farmerswho
were seeking to create cooperative, non-profit electric power systemsin rural areas. This
was the casein the Texas hill country where Lyndon Baines Johnson was activein
helping to acquire funding for the Pedernales Electric Cooperativewhich is now one of
the largest in the country with over one hundred thousand customers (TPPA, 1996).

In the 1940sand 1950s, the private power companies pressed for the

commercializationof nuclear power astheir vehicleto renew the power empire. Their
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drive to assure private control of atomic power in the early 1950s, played out in the
atmosphere of the McCarthy era, was partly in response to afear that the nonprofit
municipal and rural cooperative power systems would gain control of and accessto
nuclear energy first and, in so doing, undermine their political and economic clout
{Dukert, 1980).

Under the Eisenhower Administration, control over the industry was regained and
by the early 1960s, the private companies began a new wave of centralization, creating
new holding companiesand promising an all-electric future. Their plan wasto triple the
nation's electric production by 1980 (Poole, 1985: 95-98). Out of thisplan for an
expanded wave of el ectrification came the overbuilding and overfinancing which present
today's proponents of deregulation with one of their biggest obstacles: the potential cost
implications of "' stranded investment'.

Since the resolution of the early conflict of control of theindustry, a compact has
existed between the utility, itscustomersand itsregulators. This agreement
encompassed three basic tenets: it gave the electric utility monopoly rightsto serve
every electric customer in adelined franchised service area; it obligated the utility to
reliably serve the electric loads of these customers now and into the future; and it further
established that the electric utility would charge its customersrates for each class of
customer based on "*equity", reflecting the full costs incurred by the utility of providing
service to that particular customer class (Booth, 1994: 4).

These were the rulesthat established the foundation of the electric utility's

purpose and how it operated. A customer had only one utility to turnto. The utility, in



turn, had some basis for predicting how itstotal electric customer |oads would change
over time because of its stable customer base, and the regulators kept a watchful eyeto
assurefairness. The utility was responsible for everything: not only for determining the
future levels of electricity needed, but also for assembling the necessary resources to
generatethat power, to transmit the power to thevicinity of the various pockets of load,
or customers, and finally to distribute the electricity to itsindividual customers. The
costsfor al of these services (together with a* profit,” in some cases) were ' bundled"
together to arrive at the electric rates charged to its customers (Booth, 1994. 4). Under
this arrangement, regulators have long sought to balance the interests of ratepayers and
investors in an effort to promote the public interest (Manshio, 1992: 17).
Monopolistic Industry

Electric power systems have long been thought of as* natura™ or **pure"
monopolies. These are defined asa market in which there isonly oneseller of a product
for which there areno good substitutes.' (Leftwich, 1980: 268). The primary arguments
for providing electric power through a monopolistic system have centered around
economiesof scale. For two electric utility firmsto coexist in the same areg, there would
be inefficiencies of cost caused by the duplication of capital intensive physical plant such

as poles, wires and transformers.

For more discussion on monopolies and deregulation, there isalarge body of literature
available on this subject.



Although such direct competition isrelatively rare, it doesexist in the United
States including a dual-certified system in Lubbock, TX. For the monopolistic economy
of scale model to hold true, however, an assumption must be madethat utility firms
operate at maximum efficiency and incentives to operate inefficiently do not exist
(Poole, 1985: 127). This"X efficiency' theory was developed only recently by Harvey
Liebenstein, and was not even considered during the development of the theory of
natural monopoly in the mid-1800sand early 1900s.

New technologies are contributing greatly to the movement toward competition.
It isno longer perceived that in order to bring competition, one must create parallel
systems of physical plant. With open accessto transmission power grids brought about
by the EPA in 1992, electricity produced in any part of the country can instantly be
delivered to an end-use customer thousands of milesaway. Thelocal host utility serves
asadelivery and billing mechanism once costs have been"unbundled”. Because of this
fact, itisnow argued that providing electric service is no longer best suited to the pure
monopoly approach. Barriersto the entry of new firms into the industry can now be
categorized as"' artificid". That is, the barriersare societal in nature, established and
enforced by government. (Leftwich, 1980: 274).
Deregulation asa vehiclefor Change

Despite the obstaclesto deregulation and open competition, the incentives for and
momentum behind the movement toward open accessisinexorable. The literature on
this subject contains recurring referencesto several primary forces driving the
movement. The greatest emphasis comes from the strong desire of US industries to lower

what they perceive to be artificially inflated power costs. Global competition continues to



be agrowing factor in all markets. The mere threat of competition has caused 15%
discounts to be offered to large industrial customersin the New England area where rates
have been historically high. Large power customersin England, where restructuring is

already areality, have seen decreases asgreat as25% (Meyer, 1996:10).



Thetable below liststhe mgor typesof costs which areincurred in the electric power

industry and explains their function. Theseare costs which are presently bundled

together and are transparent, for the most part, to the end user. In the deregulated

marketplace, these costs will be unbundled and individually billed and accounted for.

Table 2.1 - Unbundled Cost Definitions

Generation Costs

These are the costs of producingthe electrical power itself including

construction of power plantsand the fuelsused in the process.

Transmission Costs

Energy is produced at high voltage levels. The transmission system
isthe superhighway of high tension lines and stations that movethe

power from the generating plant across long distances.

Distribution Costs

Once the power has reached a certain destination close to the end-
use consumer the voltage level isreduced in a sub-station. The
power linesalong residential streetsare part of the distribution
system, as are the poles and transformersthat most consumers are

familiarwith.

Operations | Maintenance

Ongoing costs to maintain the distributionsystem are incurred daily.

Costs Similarly, this typeof expensewould be charged for costs to restore
power following an outage.
Metering Costs Typically, a utility includesa monthly fee within the rate structure

for the costs of metering which can cost from $30 for aresidential
meter to thousands for an industrial. These meters measure

consumption and the time of the usage.

Administration and Overhead

Costs

Asinany business these costsare incurred for costs to operate the

utility and typically generate no incomeon their own.
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Transmission level power can be thought of as energy produced at high kilovolt
amperage levels, "'raw power" which is shipped over longer distances on high tension
power lines. It must be loweredto distribution levelsfor the most part, to be consumed
by homes and most commercial users. In the past, each utility's transmissionfacilities
have basically been theirs to use and maintain exclusively although transmission
networks are interconnected to provide greater reliability of service.

There isno doubt that open competition at theretail level will first be
accomplished through providing open access to transmissionfacilities (McMullough,
1996: 2-3).

At two of National Steel's Midwestern plants, for example, the rate for
interruptible el ectricity--low quality electricity at that--is4.5 cents per kilowatt hour
(kwh). (Hagerman, 1995: 61) Plant manager John Rateau knows where he could buy
much higher quality power elsewhereon the grid at less than 3 cents/kwh. But under
today's regulated system, the plantsare forced to buy power from their local utilities.
Although the utilities are working with the plants to lower rates, they too are hobbled by

regulatory restrictions. National Steel and other industrial customersare anticipating

dramatic savings once they are allowed open accessto electricity. Energy costs make up

17% of National's production costs and electricity isone third of that. 1f the company's
estimations of lowering their average cost per kwh is accurate (from 4.6 centsto 3.0

cents) theresult would be alowering of total production costs by about 2 %. The steel

17



producer trimmed its costsfor natural gas by 60% following deregulationof that fuel in
1985. (Hagerman, 1995; 62).

Dow Chemical Co. foresees savings of between 20% and 40% in electrical power
costs depending on the particular region of the country. Paul Cicio, Dow's manager of
governmental affairs states:

"Very simply, industria customersare paying too much for power. There are
utilitiesout there selling power a low cost. We know where we could buy it. But we're
not allowed accessto it. We're prevented by lav!™ (as quoted by Miller, 1996: 65).

If electricity costscould in fact be lowered by athird, General Motorswould save a
least $1 billion per year, roughly equivalent to 25% of the company's profitsin a'best
ever'" year (Hagerman, 1995: 59).

Throughout all industry, estimated savings could be as high as $80 to $100 billion
per year. “In today's competitive marketplace, industrial consumersare absolutely
demanding accessto lower-price power,” says Federa Energy Regulatory Commission
(FERC) Chairman Elizabeth Moler. " They want to be allowed to shop. That's what our
NOPR (Notice of Proposed Rulemaking) isall about. It isatransitionto a competitive
market."” In conclusion, Moler noted that **Lots of peopletriedto resist natural gas
deregulation, and that turned out not to be aviable strategy, and its not a viable strategy
thistime either’ (as quoted by Miller, 1996: 66).

Another mgjor driving force for deregulation isdisparity of pricing. Retail rates
vary across the country by as much as 700%, according to a 1993 survey by the National
Association of Regulatory Utility Commissioners. These disparitieshave caused major

power users to seek waysto lower their electricity costs (Hagerman, 1995: 59). As



stated previoudly thisis a common problem for large industry with facilities located
throughout the nation. Costs for electrical energy can range from 2.5 to 9.9 cents per
kwh for the same company in different parts of the country. Once true open accessis
allowed, industrial customers, national chains (such as Wa-Mart) and even University
systems (Macey, 1996: 6) will be able to shop for power as one customer on a national
scale. Obvioudly, thiswill mean great savingsto those customerswho can accomplish
this but again, regulators and local municipal leadersfear for those customers who
cannot. Itispossiblethat coalitions of residential customerswill develop to market
themselveson alarger, more competitive basisas well (Studness, 1994: 38).

Asother industries have successfully undergone the deregulation process over the
last twenty years, the public has gradually altered its perception of these industriesand of
deregulation in general. During the process of deregulating the telecommunications
industry, there wasa great deal of fear regarding the cost implicationsto residential
customers. Independent power producers argue that thisfear was not justified. (Destec
supplement, 1994). In fact, while costsfor residential " dial tone' service increased by
37%, costs for the long distance service, once " unbundled" dropped by about 40% over
the same time period. The net impact on atypical residential customer was therefore
minimal. Theimpact on the smallest users, however, was significant because of the price
shift from long distance charges, which can be avoided, to minimum dial tone charges
which cannot (TPPA seminar documents, 1995). Moreand more, the American public
has come to view government activities in general and government regulation in

particular asinefficient (Derthick and Quirk, 1985). With the electric power industry,



much as was the case with telecommunications, there wasnot initialy a united front for
reform. Things changed for both industries when technologica advances challenged the
efficiency (of the regulated monopoly) argument (Derthick and Qui rk, 1985).
Deregulation can therefore be viewed as evidence that the US political system isnow
more attuned to the needs of the general public (Derthick and Quirk, 1985).

New technol ogies which have made true open accessto a nationalized power grid
much more feasible than in the past. Improved Computer systemshave been devel oped
to control access to interconnected power grids. New metering technologies have been
developed which alow for areliable means of accounting for the power produced and
instantaneously used by the thousands of entities which come together on the nations
power grid. In addition, new technologies have also been seen in power production
plants themsel ves such as the new combined cycle, gas-fired generating plants (de
Rouffignac, 1995: 11).

Similarities exist with regard to other deregulated industries. As it stands today,
individual electric companiesare beginning to look alot like AT & T did in 1984. Later
that year thefederal government forced the telecommunications giant to divest itself of
its monopolistic operating companiesand enter acompetitive long-distance marketplace.
Infact, inaway, €electric utilitieshave cometo resemble'baby AT & TS
(Greensberger, 1991: 30).

Although AT & T lost its monopoly more quickly and completely than islikely in

the electric utility industry, many similarities will no doubt exist. Parallelsto the natural
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gasindustry deregulation can also be drawn. Deregulation of that industry is considered
by many to have been the most successful (Miller, 1996: 66).

Two of the major obstacles which must be resolved before deregulation efforts
can be implemented are: stranded investmentsand open accessto transmission facilities.
Unrestricted "retaill wheeling™, or open access by all customersto electric markets, will
create both new threats and new opportunities within the electric utility industry
(Morehouse, 1986: 106). Utilitieswill facethe threat of losing large, existing customers
to another utility provider, thereby reducing their total energy sales volumes. The worst
case scenario isa "' desth spiral" whereincreasing attrition of loads yields ever increasing
rates which ultimately could result in bankruptcy for the utility. Electric providers will
also have the opportunity to attract new, desirable loads from other providers,
consequently increasing energy sales volumes and enhancing their competitive position
by reducing average electric rates (Booth, 1994:5).

For the last one hundred years electric power plants have been built in a
monopolistic, regulated environment under the watchful eye of state utility commissions
and city government. Imprudent decisions which have been made with regard to
construction of unnecessary or relatively expensive power plants have placed some
utilitiesat great financia risk. These utilities may be in danger of losing the guaranteed
customer base that the projects were built for. If utilitiesare not allowed to raise or even
maintain existing rates to cover the cost of theseinvestmentsin plant, their losses could
be enormous--as much as $200 billion according to industry estimates (Hagerman, 1995:

61). Some contend that these costs should not be allowed consideration in establishing
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future ratesand thisreality has not been lost on investorsand taxpayers. Standard &
Poors, for example, in the fall of 1995 cited the prospect of retail competition as the
magjor factor in its decision to downgrade credit ratingsof one third of the nation's
investor-owned utilities (Fox, 1995).

The New England areaisfar ahead of most of the country in itseffortsto
restructure. Some of the highest per-kwh costsin the country serve as an incentivefor
these efforts. The greatest uncertainty in their efforts, however, iscoming from an
apparent resistanceto restructuring the region from Connecticut. Not coincidentally,
that state is the home of Northeast Utilities, the area's largest utility with a high
concentration of capital intensive nuclear power plantsand thus, it has agreat deal of
strandabl e investment.

Utilitieswith such capital seethemselvesat gresat risk of being unable to support
their bond paymentsafter deregulationif they areforced to"eat” their stranded
investment. Arthur Adelberg of Centra Maine Power states” Qur average cost of
generation today is 6 cents per kwh...if we wereto sell that 6 cent power on the open
market, we'd get something like 3 centsper kwhfor it. That's the amount (half or 3
centsper kwh) that's at risk of being stranded by going into a competitive market"
(Meyer, 1996:11).

Presently, all costs associated with the generation, transmission, distribution,
fuel, and customer costs (including billing, meter reading, eic.) are aggregated in the
rates which a customer paysfor monthly utility consumption. In the future, these costs

will be separated (unbundled) and service could come from many different utilities. A

22



customer may purchase power from one utility, pay transmissionfeesto another and
distribution and customer chargesto still another. In addition, new costs may be added
to the billing processto pay for stranded investment, meter reading etc. In order to
accomplishthe god of providing open competitionin theindustry, each of these costs
must he separated from one another so that individua billing for each of the servicescan
take place. Thisis more difficult than it soundsin that in the old, non competitive
environment, there was little incentive to accuratel y account for theseindividua
incrementsif it wasdoneat dl (TPPA, Oct. 1995:3).

It will most likely require extensive cost of service studiesand subsequent
regulatory review to determine theincremental costs of providing each of these services.
Thisisa costly and time consuming process which many smaller utilitiesdo not have the
resourcesfor in-house. It isdistinctly possiblethat some costswill not be recognizedin
thisinitia process. Some utilitiescould find themselvesat risk of being unableto fully
recover the basic costs of providing serviceto their customersespecialy if larger
customersare allowed to leave the system without pregjudice (Public Power Weekly,
1995; 4).

Customersin New Hampshire are already taking part in model program in which
customersare being billed with each unbundled cost showing on the bill. So far, the
savings anticipated by the customers who have signed on for the experiment have not
been forthcoming. A sample bill (below) wasrun upon request of Public Power Weekly,
which is published by the American Public Power Association in its August 26, 1996

issue. Thetota bill, with all unbundled feesincluded, is $100.12 for 883 kwh. That



amount is higher than the bundled bill would have been by at least 20% and higher than

the national average by more than 50%.

Table 22 - Sample Bill for Unbundled Electric Costs

Retail Competition Pilot Program
Delivery Service Rates

Tota Kilowatt Hours (kwh) 883

Description of Charges Quantity Rate Amount
Meter Charge 9.16 9.16
Transmission Service 833 kwh .00389 343
Distribution Service 883 kwh 01900 16.78
Acquisition Premium 883 kwh 02970 26.23
Stranded Cost 250 kwh .02069 5.17
550 kwh 06252 34.39
83 kwh .04598 3.82
Pilot Participation Credit * 883 kwh .01480 13.07CR
NU Wholesale Power Energy 600 kwh .01000 6.00
283 kwh 02900 821
Total Current Charges 100.12

Most remediescurrently being offered up for the problem of stranded investment,
fortunately, stop well short of the $500 billion bailout of the Savingsand Loan industry
(Hight, 1996: D1-D4). Many solutions proffered to date proposethat al consumers pay
afee, calculated aspart of their monthly utility bill, to gradually recoup the lossesfor
stranded investment if retail wheeling becomesaredity. Some utility managerssee the
need to tack on thistype of recovery feefor approximately five yearswhile others, less

sympathetic to the utilities asa whole, favor allowing the investorsin the utilities who



made what they term "imprudent” business decisonsto bear the full costs of the |osses
(O’ Brien, 1996: 8). Given thereliance on utility bonds by many insurance companies
and retirement programsin their investment portfolios, this solution may beill-advised
and be much morefar reaching in itsimplicationsthan its advocatesforesee. Many large
insurance companiesand retirement funds are heavily invested in AA A rated utility
bonds. If utility companiescannot meet their debt obligationsdue to loss of once captive
customersthese plansand institutionswill be dramaticaly impacted.

Problemsfaced by the electric power industry and its leaders are not dissmilar to
thosefaced in Russiaand other former membersof the USSR. Both are struggling with a
trangition from a non-market to a market based economy. In the past, the "' regulatory
bargain” shielded public utilitiesand their ratepayersfrom the turmoi! of the marketplace
(Manshio, 1992:18). Thisshield not only kept competition out, but also created an
artificia reality in the midst of thefiee enterprisesystem (Manshio, 1992:18). Much as
Mikhail Gorbachev did, visonary leadersin the electric power industry must provide the
ability to see beyond regulation to anew reality based on open competition (Manshio,
1992:18).

A decison must also be made asto who will be the “traffic cop™ of the electricity
superhighway onceit is completely interconnected. Californiaand Wisconsin, which are
both ahead of most other states in the restructuring process, are favoringasingle open
network. A new entity known as an Independent System Operator would have the
responsibility to provide open accessfor al and to formulate and assess chargeson a

uniform basis. The independent service company would also ensure system reliability

25



and open accessto al a market priceswhile providing system wide dispatching services
(Public Power Weekly, 1995: 4).
Conceptual Framework

The consensusof the literature, in generd, isthat costswill shift from
large commercial and industrial usersto homeownersand small businesses (Hagerman,
1995: 33). Residential and smaller commercial usersarelesslikely to have accessto
alternative suppliesof power. 'Nothing in retail wheeling will lower electric ratesfor
(small) consumers,” claimsMichel Florio, alawyer with Towards Utility Ratepayer
Normalization, aconsumer - advocacy group in San Francisco (Macey, 1996. 6-7).

In the telecommunicationsindustry, which was largely deregulated in 1984,
average total phone bills went up by 15.7% between 1984 and 1988, according to data
collected by Dilip Kamat of McKinsey and Co. That's alittle morethan therisein the
consumer price index over the same period.

The average, however, masks tremendousdifferencesin the changes of the
individual components that make up the telephone bills, i.e.; the unbundled costs. Prior
to deregulation, regulatorssubsidized local service viahigh rates for long-distance
service. After deregulation, each service had to become self-supporting from a financial
standpoint. Asaresult, from 1984 to 1988, |ong-distancepricesdropped by 42.9%.
Since businessestend to use more long-distance service than residential usersdo, this
meant that businesses reaped the greatest benefitsfrom deregulation (Hagerman, 1995:
63). It isanticipated that thi s will also be the case for the electric power industry, In the

regulated environment municipal utilities have had a tendency, due to thedifficulty in
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raisinglocal taxes, to subsidize residential rates and other city servicesin genera with
funds generated from large commercid and industrial customer overcharges.

In recent years, the price separation trendsin the telephoneindustry have
continued at a dower pace. From 1988 to 1991, long-distance prices decreased another
5.8% while the price of loca phone serviceincreased by 4%. Asaresult, total phone
billsincreased by only 0.5%, substantialy lessthan the 13.1% increasein the cost of
living over the same period. (Hagerman, 1995:64).

Kamat found smilar trendsin the natura gasindustry. Between 1981 and 1991,
the delivered price of gasfor industrial usersdropped by 1.5%. During the same period,
however , thedelivered price of gasfor resdentia customersincreased by 3.1%. Thisis
due to the fact that while the well-head pricefell for dl users, transmissionand
distribution costsfell for large commercia and industrial users but rose dightly for
residential users (Hagerman, 1995: 64).

One dternative viewpoint was found in reviewing the literature. Charles M.
Studness, Ph.D., an economist from ColumbiaUniversity and a specidist in financia
research on electric utilities, offered avery different view in the November 1, 1994 issue

of Public UtilitiesFormightly. Dr. Studnessargues that:

"the financial burden that traditiona ratemaking has imposed on residentia customersis
thefailureof regulation to create skong incentivesfor utilitiesto be as efficient as
possible. The epidemic of utility cost reduction programs fostered by the threat of
competition testifiesto thisfailure. Moreover, the absence of strong incentivesto be
efficient makes the pursuit of efficiency a matter of management discretion™ (Studness,
1994: 37).

He references the vast price disparity in rates per-kwh charged by neighboring

utilitiesas proof of this. He compared ten pairsof metropolitan areas whose residential
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ratesin onecity is55% to 95% abovethat in the other even though the citiesare only 50
to 250 miles apart. For example, Pittsburgh PA and Uniontown PA are geographically
separated by only 50 miles. The residentia rate differential of the two cities, however, is
90% with one paying 12.4 cents per kwh and the other paying6.5 cents per kwh. He
mentionsthat thereisno inherent reason that residential customerscannot benefit from
competition as much as largecustomers. He believesthe threat of competitionin areas
such as Pittsburgh would force the utility there to cut itsratesto avoid losing customers,
including residential customers. He estimatesthat such competitioncould cut ratesby as
much as 30 to 40 percent (Studness, 1994:40).

Studness suggeststhat in an openly competitive environment, residentia
customerswould presumably be as free as large customersto seek discounts, assuming
no discriminatory rules privilege large customers. Although individual residential
customers will havelittleor no market power, talented entrepreneurscould put together
programsto sell power to groups. By aggregating residential customers, such power
marketers could buy in greater quantities than large industrial customers, thus obtaining
comparable discounts.

He states flatly that those who contend that residentia customerswould be
adversely impacted by competition have a hidden agenda, most significantly
conservationists who fear that competition will both terminate "their cherished demand
side management programs'” and reduce electric rates. Rate reductionsare unwelcome

since they would increase the demand for energy asawhole (Studness, 1994: 41).
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The overall move toward downsizing in the industry is aready underway at many
utilities nationwide and is almost unprecedented in the industry's history. Even during
the Great Depression, electric utilities were able to avoid the massive layoffs experienced
by other industries, partly because of growth in kilowatt hour sales (Morehouse, 1986:
75).

Commonwealth Edison, the big Chicago el ectric company, hopesto reduce its
workforce by as many as 3,000 positions between 1996 and 1998-- a 10 to 16%
reduction of the company's 1995 labor force. Duke Power Company in Charlotte isin
the process of shedding nearly 1,000 jobs--5% of its workforce, during 1996 (Dworin,
1995: B1). Other power companies across the nation are doing the same while the
federal government is cutting the size of its hydroelectricpower activities. Last fall, the
Western Area Power Administration, the federal power agency that generatesand
distributes power in a 15 state area in the West, announced plansto cut nearly 500
federal and contractor jobs (Dworin, 1995: B1). Review of the literature did not reveal
statistics for small, municipal utilities but personal experienceindicatesthat it is of
concern & that level aswell.

One of the major concernsregarding restructuring isthat service reliability will
deteriorate. Once costsare separated, it ispossiblethat sources of the greatest income
(i.e.: large commercia and industrial customers) will receive preferential treatment. In
addition, it may become unclear & first whereresponsibilityliesfor restoration of service
following a power outage. The separation of responsibilities from a single provider to

many begs the question: whose customer are they?
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It may turn out to be the case, however, that many industrial customersare a
least equally concerned with reliability of service asthey are with price as noted by
Edison Electric Institute's David Owens (Greensberger, 1991 30-31). The same large
industrial customersalso rely on the high quality of power (asit is delivered today) in
their manufacturing process. The availability of low-cost, low-grade power may not
have the enticementsthat most experts believe (O’Brien, 1996:102).

Much of the literature reviewed states that in other recently deregulated
industries, new customer service programsand technological advancements quickly
followed in the competitiveenvironment (Greensberger, 1991: 30). Itisgeneraly
anticipated that thiswill be the case for the electric power industry as well. Much aswas
the case with the telecommunicationsindustry, el ectrical power appearsto be poised at a
technological crossroads. Smart systemswhich monitor and control power consumption
in the home and € ectric metering systemswhich monitor time-of-day use for all
customers may become prevaent. Other systemsutilizingremote prepayment of
electricity are aready being marketed (TPPA. seminar: 1994).

It isclear that impending deregulation/ competition will have an impact on
variousaspectsof the industry. The managers surveyed will have formed preliminary
opinions with regard to these areas and therefore working hypotheses have been formed.
The preliminary working hypothesesare divided into five conceptual categoriesas
follows:

Pricing, Staffing, Quality of Service Issues, Socially Motivated Programs and Effect on

Genera Fund Transfers.
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Pricing - Thereview of the literature regarding the effects of deregulationin other
industriesshows that substantial pricing adjustmentsresulted ailmost immediately.
Literatureavailable on the subject of emerging deregulation in the electrical power
industry describes concernfor what could be radical pricing changes unless some
form of regulation or control isexerted in the process. Some industry experts have
begun to refer to the process as*'re-regulation’ as opposed to purely a deregulation.
Pricing, in particular for largeindustrial customers, has become the major driving
forcefor changein the industry. The literature pointsout the ssimilaritiesbetween the
electric power industry and other deregulatedindustriesand thus expectations
regarding eventual pricingimpactson all types of customersare developing. This
research will determine what expectationselectricindustry managersof public power
systemsin Texaswill have regarding pricing. The overall pricing expectation which
can be drawn from the literaturereview is that pricesfor electricity will eventually be
higher for residential and small commercia customersbut lower for large
commercia and industrial customers. Thisisof great concern to consumer advocate
groups, the utilitiesserving their local customers, (many of which are " owned" by
those citizens) and finaly, to regulatory bodies such as the Public Utility Commission
of Texas. Sufficient parallelsexist between the electrical power industry and the
telecommunicationsindustry in particular which indicate that competitionwill benefit
the largest customersfirst and foremost. Advocatesof competition and industry
action groups argue that American industry must receive'* proper** pricing in order to

compete with like industriesglobally. In other countries, such as New Zealand and
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the United Kingdom, deregulation has already taken place and American industries
find themselvesat a competitive disadvantage. Following costsfor labor, costs for
energy used in variousindustry processesis often the next largest cost component.

The literature suggeststhat the following hypotheses can be drawn with regard to the

expectationsaof managers of public utility systemsin Texasregarding future pricing

outcomes following deregulation of the industry:

WORKINGHYPOTHESES #1: Managerswill have opinionsabout the effect of

deregulation / competition on future pricing outcomes.

WH la. Managerswill believethat the aggregated costs of unbundled electric
serviceswill bring about an overall increasein the price of electricity for residential and
small commercial customers.

WH |b. Managerswill believethat the aggregated costs of unbundled electric
serviceswill bring about an overall decreasein the price of electricity for large
commercia and industrial customers.

WH Ic. Managerswill believethat these price differentialswill be more
dramatic in the longer term (ten yearsfrom now) than in the short term (five yearsfrom
now).

e Staffinglevels- This category was chosen becauseof the downsizing which is il
going on in the telecommunicationsindustry asadirect result of deregulation. The
subject was not often specifically discussed in the literature, but was referred to
indirectly. The general expectationwhich can be drawn from the literaturereview is
that personnel employed in all aspectsof the industry are likely to face workforce
reductions. Thisisof great concern to the managersand employeesof public
utilities. Mot likely, the subject isreferred to only in generalities because no-oneis
at al certain what the actual impact of deregulation on staff levelswill be. Enough

dissimilaritiesexist between the industries (el ectric and telecommunications) to cause

thisto be so. Also, much of the literature focuseson only the positive outcomes
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expected fkom competition for customers.. It ishoped that through thissurvey
research, themanagerswill give responseswhich will form an industry consensus
based upon their expert / practitioner opinions.

The literature suggests that the following hypotheses can be drawn with regard to the

expectationsof managersof public utility systemsin Texas regarding staff levels

following deregulation of the industry:

WORKING HY POTHESES#2: Managers will have opinionsabout the effect of

deregulation / competitionon futur e staffinglevelsin variousfunctionsof the utility.

WH 2a. Managerswill believethat staff reductionswill take place in both
administrative/ support personnd and in distribution and operationspersonnel.

WH 2b. Managers will believethat staff reductionswill occur for generation and
transmission personnel to alesser degree than for support and distribution and operations
personnel.

WH 2c. Managerswill believethat staff reductionswill be greater in the longer
term (ten yearstkom now) than in the short term (five years fkom now).

e Quality of Service- The literaturereview pointsout that certain aspects of service
provided by utilitiesmay be detrimentally impacted by deregulation and competition.
Service reliability, outage responsetime, and the availability of new or enhanced
customer programsare quality of service aspectsincluded in this category. Thereis
gpeculation in the literatureand in the industry in general that these aspects of service
which are now virtualy the same for every customer, may be subject to individua
selection and thus, individually priced. The requirement for reliable power both fkam
an outage and power quality standpoint varies greatly fkom industry to industry.

Once again the question often raised in the literatureis: Whose customer are they?

If you purchase power tkom a supplier other than your local carrier, what
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responsibility will they have to you to restore power following an outage as opposed
to a customer still receiving power from the local provider?

The literaturesuggests that the following hypothesescan be drawn about the expectations

of managersof public utility systemsin Texas with regard to quality of serviceissues

following deregulation of the industry:

WORKING HY POTHESES#3: Managerswill have opinionsabout the effect of

deregulation / competition on quality of serviceissuesincludingreliability of electrical

service, outage responsetime, availability of new or enhanced technologies, and
development of new or enhanced customer programs.

WH 3a. Managerswill believethat servicereliability will be enhanced for both
residential and commercial customers, but more so for commercial.

WH 3b. Managerswill believe that outage response time will be enhanced
(quickened) for both residential and commercia customers, but moreso for commercial.

WH 3c. Managerswill believethat the availability of new or enhanced
technologies will be accelerated by deregulation/ competition.

WH 3d. Managerswill believethat the availability of new or improved customer
programs will be accelerated by deregulation/ competition. Customer programs for this
research are defined as any program which is, in general terms, aimed at increasing
overall customer satisfactionand/ or loyalty.

* Socialy Motivated Programs - Many socially motivated programs are at present
mandated upon municipally owned systems, subject to direct influence of federal,
state, and local government. Following deregulation, these programs could be
adversely effected, again, unless re-regulation mandates otherwise. Examples of these
programs are: discounted ratesfor governmental entities, non-profit / charitable
agenciesand churches; availability of a*lifelinerate” for low income customers;
and the requirement that al customers be served regardlessof financial cost recovery

considerations. Privately owned entitiesare not equally bound by these requirements,

and if this were to continueto be the case a level playingfield will not exist when
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open competition arrives. Thisis of major concern to the public power organizations
which are readying themselves for competitionin all aspectsover which they
presently have control. Thisis not one of those at the present. Electrical power has
grown in usage and reliability to where it is now considered a necessity of life, no
longer asadiscretionary item. This fact will make the deregulation processin

general more complicated than it was for the other industries mentioned in this study.

The literature suggests that the following hypothesescan be drawn about the expectations
of managers of public utility systemsin Texas with regard to programs which are
motivated by social concerns following deregulation of the industry:

WORKING HY POTHESES #4: Managers will have opinions about the effect of
deregulation / competition on socially motivated programs such as the local
requirement to serverule, life-line rates to indigent ratepayers, discounted ratesfor
church, charity, or non-profit entities and environmental programs.

WH 4a. Managerswill "agree” that deregulation/ competition will bring about a
reduction in or elimination of the local requirement to serverule.

WH 4b. Managerswill "'agree" that deregulation/ competition will bring about a
reduction in or elimination of lifeline rates.

WH 4c. Managerswill "agree.’ that deregulation / competition will bring about a
reduction in or elimination of restrictions to cut-off provisions based upon weather or
hardship.

WH 4d Managerswill "agree” that deregulation / competition will bring about a
reduction in the availability or existence of discounted ratesfor churches, charitable
organizations or other non-profit entities.

WH 4e Managerswill "agree” that deregulation/ competition will bring about a
reduction in environmentally motivated programs such asthose which control emissions
at power plants minimizing one of the causes of acid rain.

e Utility Fund Transfers - Many city governments have cometo rely heavily on cash
transfers or franchisefees paid by the electric utility to the host city general operating

fund to balance budget shortfalls. This dependence has grown for most local



governments over the last fifteen years. Federa funding and assistance began to dry
up during the Reagan administration and ad-valorum property taxes have also been
steadily trending downward during that time (Rodgers, James. "' SalesTax, Income

Taxes and Other Revenues"; Management Policiesin Loca Government Finance:

232). Funding for streets, police and fire departments, libraries and parks has, more
and more, cometo bereliant on utility transfers. While revenue comes primarily
from the electric systems, water, sewer. and other utilities are called upon to
provide fundsas well. Once competition in the industry iswidespread, those cities
which have inflated electrical rates due to these transfers will bein great jeopardy of
having their largest, most reliable and often most profitable customers™ cherry
picked" by lower cost providers. Thiscould leave small loca governments holding
the financial bag for millionsof dollars worth of potentially unrecoverable
infrastructure. If thisoccurs, bailouts may be required which would make the
savings and loan industry pale by comparison. Many retirement funds, insurance
investments, and individual life savings are now invested in AAA rated utility bonds
which could literally beinjeopardy overnight. Thisisof utmost concern to al.

The literature suggests that the following hypotheses can be drawn about the expectations

of managers of public utility systemsin Texas with regard to paymentsto local city

governmentsin the form of cash and other in-kind contributions following deregulation

of the industry:

WORKING HYPOTHESES #5: Managers will have opinions about the effect of

deregulation / competition on the level of paymentsto local city government in the

form of paymentsin lieu of taxes, franchise fees, unbilled or "'in kind" services or other
transfers.
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WH 5a. Managers will believe that payments /transfers will be greatly impacted
(reduced) in the future as aresult of open competition in the electrical markets.

WH 5b. Managers will believe that payments / transfers will be impacted
(reduced) morein the longer term (ten yearsfrom now) than in the short term (five years
from now) due to the need for reduced governmental subsidiesin an open competitive
electrical market.

The literature on deregulation / open competition in the electrical power industry
coupled with discussion on the subject at various seminars attended by the researcher,
provide the framework for developing the five working hypotheses. These hypotheses
and their sub-hypotheses follow a theme which isamost universal in the literature. The
consistency with which these themes reoccur provided a strong indication that the
managers would in fact have strong opinions and expectationsin the five categories.

In acquiring responses within the conceptual categoriesstated, it should also be

possible to get a sense from the managers as to when they expect each of these changes

to occur.
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The table which follows provides a summarization of the five conceptual categoriesfor
this research and description of the hypotheses which can be drawn from the literature

review:

Table23 - Summaryv of Hypotheses

Effect on Pricing

Hypotheses 1

Residential / Small

Commercial Customers

Industrial / Large ‘

Commercial Customers

Short term (five years)

Increased

Reduced 1

Long term (ten years)

Greater Increases

Greater Reductions

Effect on Staff Levels

Hypotheses 2

Administrative / Support

& Distribution Personnel

Generation / Transmission

Personnel

Overall

Greater Decrease than

Generation & Transmission

Lesser Decrease than |

Admin. / Support & Dist

Short Term (fiveyears

Reductions

Reductions |

Long Term (ten years)

Greater Reductions

Greater Reductions

Quality of Service Issues |

Hypotheses 3

Residential / Small

Commercial Customers

Industrial / Large

Commercial Customers

Effect on Service

Reliability

Enhanced - Less Than LC

and Industria

Enhanced - More Than

Residential and SC

Effect on Outage

Response Time

Enhanced - Less Than LC

and Industrial

Enhanced - More Than

Residential and SC

Availability of Enhanced

Accelerated

Accelerated
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Technologies

Availability of New /

Improved Customer

Programs

Accelerated

Accelerated

Hypotheses 4
|

Effect on Socially Motivated Programs

Expectation

Requirement To Serve

Reduced or eiminated

Availability of Lifeline Rates

Reduced or eiminated

Restrictions to Cut-Off Provisions

Reduced or eiminated

Availability of Discounted Rates

Reduced or €iminated

Environmentally Motivated Programs

Reduced or eiminated

Effect on Payments and
In-Kind Contributions to

Local City Governments

Shorter Term (fiveyears)

Longer Term (ten years)

Overall Expectation

Significant Reductions

Greater Reductions

In the process of conducting this research, the manager's views regarding when

these open access, open competitioninitiativesare likely to effect customersat various

classlevelswill beanalyzed. Theliteratureindicatesthat great changeisimminentin the

next few years. It appearsby dl accountsthat the electrical power industry is about to
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undergo unprecedented and radical change. Several of the authors proffered the idea
that, much like with other industries that have gone through the process of deregulation,
electric industry managerswill have to rely upon a new set of learned skills including an
abundance of " cunning and guile™ in order to survivein the new frontier (Kawasaki,
1995: 10). The result may be a more customer oriented, technologically enhanced
industry with higher costsfor residential and small commercial customers, lower costs
for large commercial and industrial users, lessenvironmental / socially based initiatives
and more choicefor al. Theonly sure thing seemsto be that change is now inevitable
and immanent.

Public power utilities have, for quitealongtime, been regulated by the Federal,
State and Local Governments. Existing legal oversight and administrative law which

governs the industry is the subject of the next chapter.



Chapter III: Legal Setting

Introduction

The purpose of this chapter isto make the reader aware of the legal structure that
has provided an evolving framework in which publicly owned electric power systems
have operated. Development and regulation of the industry can be subdivided into four
distinct time frames, each of which was characterized by a progressive public awareness
of the utility industry and its increasing impact on the day to day lives of the people
served by the industry from both a service and financial standpoint. On the national
level, there have been at |east fourteen major Congressiona Acts which have set the
overall tonefor regulation of the industry. State L egislatures have acted within these
guidelinesto establish control over the industry in a manner that is somewhat unique to

each State.

Formative Stage: Pre-1950

The first State regulatory agencies were established in New Y ork and Wisconsin
in 1907 (Rudolph and Ridley, 1986:193). In Texas, the electrification which took place
in the 1920's and 1930's prompted the State L egislature to enact law to establish the
powers which a municipal utility could use to initiate local service. Included inthis
enabling legislation were the guidelines for establishing service territories, control of the
system, the ability to sell bonds and set rates, account for income and expenses, and for
transferring discretionary funds (if and when available) to the general fund of the host
city. The"bible" for establishing these specific powersand guidelinesin Texas are

Articles 1111 through 1118 of Vernon's Annotated Civil Statutes which were formul ated
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in 1925, These Statutes, along with local city charter, establishedin home rule
municipalities the operational guidelines for the utilities. City Councils were given the
power to control operations by regulating rates, setting service standards, and approving
bond issues for any and al utilities serving within their municipal boundaries.

The enabling power for a new electric utility thus came from state law, city
charter and bond indentures. Home rule municipalities thus had the power to set rates for
the entire service area served by their municipal electric utility. Often, asisstill the case,
the utility served customers outside the municipal limitsaswell as within. Those
ratepayers situated outside the city limits had little or no representation from city
councilsand utility boards who set their rates. A person or entity wishing to appeal rates
established by the municipality could do so through the processof appeals in the court
system. In practice, this happened very infrequently becausethe odds of success were
very slight except in the most extreme cases of excessive rate collection or discriminatory
charges.

An important court case shaping equity in ratemaking in Texas during this period

was Dallas Power and Light vs. Carington (Court of Civil Appeals; 1922). In that case

the court found that it was discriminatory and an arbitrary difference in pricing when one
city, having itslight and power plant within its city boundaries, furnishing electricity to
both itself and another municipality, to charge much higher rates to the citizens of the
second municipality than to those in which the power plant waslocated. Thiscase
established the "' reasonable rate of return™ concept and set it at ten percent based upon the
utilities investment in plant. It also specified that if a utility intended to charge differing

rates it must do so through a classification of customersand districting of
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temtories based on real and measurable differences; something more than arbitrary
municipal limits.

During thisperiod (the 1930's) on the national level, President Roosevelt called
upon Congress to approve the Tennessee Valley Authority Act during the frst one
hundred days of his administration. The new president told Congressin 1933 of his plan
for utilization of the Tennessee River (Rudolph and Ridley, 1986: 70). If envisioned in
itsentirety, Roosevelt told them, the development would transcend electric power to
include flood control, soil conservation, afforestation, retirement of marginal
farmland, and diversification of industry. To provide a unified direction, he proposed
that congress create "a corporation clothed with the power of Government but possessed
of theflexibility and initiative of a private enterprise’--the Tennessee Valley Authority
(Rudolph and Ridley, 1986: 71). When considered by the full House, Republican
congressmen raised cries of "' bolshevism™ and ** communism' in an effort to defeat the
legidlation. Representative Joe Martin of Massachusetts, for example, declared that the
TVA was" patterned clearly after one of the Soviet dreams’. Private power companies
viewed the legiglation asa cancer in the heart of their power base but it was eventually
passed (Rudolph and Ridley, 1986: 72).

In 1935, the nation labored in the depths of the Depression and the Roosevelt
Administration continued their efforts to get the TVA off the ground. In the same year,
Samuel Insull, one of the most wealthy, powerful and influential CEO's in the private
power industry, was brought to New Y ork to stand trial for embezzlement, violation of
bankruptcy laws and mail fraud. Insull was regarded by the public asthe embodiment of

big business gone bad and the kind of wheeler dealer responsiblefor the stock market



crash and flood of misery that had swept the nation. Thiswas the mood of the nation
when Roosevelt seized the opportunity to try to halt the common abuses heaped on
consumers and investors by the huge, powerful holding companies which controlled the
electric power industry (Rudolph and Ridley, 1986: 75).

Benjamin V. Cohen, general counsel for the National Power Policy Committee,
drafted the bill that Burton K. Wheeler of Montana introduced in the Senate and Sam
Rayburn of Texas brought to the House on February 6, 1935. The hill turned the tables
on the private power companies charging that the holding companieshad developed a
form of " private sociaism' in which their combined corporate interests practiced grave
abuses on American investors and consumers. The result was passage of the Public
Utility Holding Company Act which represented a significant victory over the private
power empire forcing a partial restructuring of the industry. It also allowed for further
expansion of public power systems. It wasin the midst of the fight over the PUHC Act
that Roosevelt issued an executive order which established the Rural Electrification
Administration (REA). This in turn gave birth to the rural electric cooperatives and

mutual light and power associations (Rudolph and Ridley, 1986: 80).

Growth Stage: 1951-1970

Thistwenty year period saw many Acts passed by the federal government aimed
at regulation which would encourage the growth of the electric power industry. Early in
this period, Congress passed the second Atomic Energy Act (1954) and the Electric
Energy Development Act (1955) (Rudolph and Ridley, 1986: 195). Both of these

attempted to encourage the devel opment of the nuclear power industry to support ever-
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growing demand for eectricity from individual consumers, industry and the government
itself. It wasthe consensusat the time that the good of the nation was best served by
developing nuclear plants which would provide an ever increasing supply of low cost

energy. Electrical power was chegp and its use was being encouraged.

Environmental Stage: 1970-1992

The Clean Air Act (1970) and Clean Water Act (1972) both served as mandates
for states to set pollution regulationsand enforce them. Despite passage of this
legidation, acampaignwas mounted to get the nuclear industry back on track.
Government leaders and industry officialsstill clung to their dream of a society based on
unbounded supplies of energy (Rudolph and Ridley, 1986: 137). Claiming that nuclear
power was the technology that would bring about a clean environment and declinesin the
cost of electricity, the campaign was spectacularly successful. Advertising campaigns
stressed "' all-electrichomes”, "al-electriccities” and even “infinite energy’”. Seventy siX
nuclear reactorswere ordered built in a three year period from 1970-1972.

The consumer climate changed radically following the Arab oil embargo. In
1973, electricpricesbegan to rise dramatically due to soaring fuel prices. Consumers
began to cut back on usage that had been inflated by inefficient systemsand cheap
power. In 1975, nearly $5.9 hillionin fuel adjustment chargeswere passed through to
consumers. Aspricessoared, sodid consumer anger. In 1974 and 1975 local and
statewide consumer groups came forward, pressingfor ingtitutional changesin
regulation. In severd states, legidaturespassed laws requiring commissionsto conduct

monthly audits of utilities, semiannual hearingson fuel charges, and annual review of
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power company procurement policies (Rudolph and Ridley, 1986: 198). The federa
government responded by reorganizing agencies and shuffling personndl in the Energy
Reorganization Act of 1974. But there were no substantivechangesin policy.

In response to the public outcry in Texas, the State L egislature passed the Public
Utility Regulatory Act (PURA) in 1975. The Act established the Public Utility
Commission (PUC) which had jurisdictionover the electric, water, wastewater and
telecommunicationsindustries. Over aperiod of time, the water and wastewater
oversight was transferred to the Texas Water Commission (now the Texas Natural
Resource ConservationCommission). PURA, also known as Article 1446¢, contained
sixty one pages of guidelinesregarding virtually every aspect of public utility operations.
The Act did not ovemde any of the provisions alowed to municipalities which had
elected to retain their authority under home rule provision. Rightswere given in the Act,
however, to customersserved by such amunicipality with regard to appeal of electric
rates charged by thecity. Outsidecity limit customerscould now petition for relief from
the PUC. An infrequently exercised provision of PURA allowsfor a municipality to
have a one time election to forfeit their ratemaking authority in favor of the PUC.

Energy policy wasamgjor part of the 1976 Presidential campaign and this would
provide the impetus for substantivechangein 1978. The Public UtilitiesRegulatory
Policies Act (PURPA) essentially deregulated the generation (power production) side of
the utility businessand had a significant impact on conservationand renewabl e energy
sources. The Act, among other things, required utilitiesto buy electricity generated by
"qualifying facilities” (Miller, 1996: 66). In effect, the Act required the local host utility

to buy back any excess power produced by small independent power producers.
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Qualifying facilitiesinclude those which use renewable energy sources and those which
“cogenerate”--produce power for their own operations. These industries typically create
small amounts of power from steam that normally would be vented: the plants use some
of the electricity for their own industrial processes, then sell therest. More than 200
cogenerators have sprung up throughout the United States since the Act was passed. Not
surprisingly, utilities which are required to buy this cogenerated power are now
expressing concern about the cost of this power in a newly competitive environment.
The requirement to purchase such power without any control over its cost or efficiency
could put the host utility at a disadvantage competitively. Because of thisfact, some
utilities have begun to argue that it may be timeto repeal PURPA, that it hasoutlived its
usefulness (Miller, 1996:66).

PURPA provided for nuts and bolts reform and conservation guidelines to be
undertaken at the state level. The law posed a potential revolution in the power industry
(Rudolph and Ridley, 1986: 200). It required regulatory agenciesin each state to
compile a series of standards to promote conservation, energy efficiency, and equity in
utility policies by November of 1989. The cogenerator buy back provision reversed the
age-old trend of centralization and brought a wave of new economic competition to the
natural monopoly the industry had enjoyed for so long. PURPA wasas far reaching as
the laws passed during the New Deal era. The Act washeld up in court for five years
and went before the Supreme Court passing in a close 5-4 vote (Rudolph and Ridley,
1986: 201).

Little legislation of note with regard to the power industry was passed in the

1980's. The most prominent was passage in 1982 of the Nuclear Waste Policy Act



designed to help pave the way for the ' second coming™ of nuclear power. The legislation
was thus backed by the power industry and the federal government which was searching

for a means to dispose of wastes from its atomic weapons program.

Deregulation Stage: 1992-Present

In many ways, the earth shifted beneath the bedrock of America’s electric utility
industry early in the 1990's. Following two decades of deregulating airlines, banks, and
gas utilities, Congressturned its attention to electric utilities (Beck, 1994:30). The
beginning of the end of the monopoly status of the utility industry was accelerated with
the passage of the Energy Policy Act (EPA) in 1992 (Beck, 1996:30).

EPA enhanced competition by changing the rules primarily at the wholesale level.
Those utilitiesformerly stymied from transacting wholesale power purchases and sales
with other utilities, would now have a means of gaining accessto the interconnecting
transmission system. Thisallowsthem to"wheel" the wholesale power between utility
buyer and utility seller (Booth, 1994:4). Similarly, non-utility power generators now
have greater transmission wheeling access to more potential utility buyers at the

wholesde level.



But perhaps most far reaching of all, the EPA of 1992 has opened the door to
retail wheeling? by establishing that the individual states are the appropriate forum to
decide the issue.

The Texaslegislature, during the 74th Legidative Session, passed an all-
encompassing piece of legidation that allowed for wholesale competition in the electric
utility market in an effort to lower electricity ratesfor al consumersin the state. This
legislation took nearly four years of extensive negotiations among all interested parties to
finally pass both houses of the legislature (TX Senate Interim Report, 1996:95). The
passage of Senate Bill 373 brought to a close the four year sunset review of the Public
Utility Commission's operations and its regulation of the electric industry. The Bill
introduced a number of significant changes to promote the development of competition
among wholesale providers of electricity. Exempt wholesale generators and power
marketers are now authorized to sell power at wholesale levels, and the state's
transmission system is open to the wholesale transmission of power. The Bill provides
an integrated resource planning process which includes a requirement to conduct a

solicitation when the utility needsto add capacity (PUC Report, June, 1995: 3).

2 Retail whed| ng has the effect of unbundling the various components of electric service
provided by the utility much like long distance charges were unbundled during
telecommunications industry deregulation. Under the new rules, thelocal utility " host™
would now only be assured of the continued local delivery of services to its customers,
i.e., thedistribution and transmission components of electric rates. Other utilities and
even non-utility parties are free to compete for providing the customer with the
commodity, the electricity itself, which isthe retail energy component of electric rates
(Booth, 1994.4).
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The Bill declares that the " development of acompetitive wholesale electric
market isin the public interest” (PUC Report, June, 1995: 3). Utilitiesare required to
provide wholesale transmission service on a comparable and non-discriminatory basis.

In other words, the utility must provide transmission service to athird party on the same
basisas it providestransmission serviceto itself. Ancillary services, servicesrelated to
the transmission or distribution of power, must also be provided on a comparable, non-
discriminatory basis. The Bill requires that electric utilities provide a discount of 20
percent off of base ratesfor certain institutions of higher learning (PUC Report, June,
1995: 9).

It isexpected that major legislation regarding further deregulation of the electric
power industry will be forthcoming from the Texas Legislature in 1997. It remainsto be
seen how quickly and to what level of customer open competition will come but all
indications are that revolutionary change through deregulation or re-regulation will
continue to be reviewed in the next legislative session.

The next chapter will present the setting for thisresearch asits focus and will

examine the potential effectsof deregulation of the industry in Texas.
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Chapter IV: Research Setting

Introduction

The purpose of this chapter isto describe for the reader the different types of
publicly owned electric utilitiesin Texas. These publicly owned utilities operate
differently than investor owned utilities. This chapter also describes the categorization of
these public organizations, for the purposeof thisresearch, into groupings based upon
the number of customers served. Special issues regarding deregulation of the industry as

they relate to Texas are explored.

Typesof Public Power Systems

Texas is sewed by ten investor owned electric utilities, 75 municipa utilities (the
largest being Austin and San Antonio), 86 electric cooperativesand 4 river authorities.
These utilities provide electric servicesto about seven million households and businesses,
employ more than forty thousand workers, and earn annua revenues of about fifteen
billion dollars per year. Texas Utilities Electric Company, serving the Dallas-Fort
Worth metroplex and Central Texas, and Houston Lighting and Power Company are the
two largest electric utilitiesin Texas (Adib and Clark, 1996: 80). Each of the three types
of publicly owned utilities, municipal, cooperative and river authority, operate quite
differently from one another. In fact, withinthe categorization of municipal utilities,
there are variationsin the organizational structure of the entity. A review follows.
River Authorities - Primarily established for the purpose of flood control, these entities

began producing power as a by-product. Dams established for flood and soil erosion
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control gave rise to the opportunity to produce clean hydroelectric power asrural
electrification of Texas was taking place in the 1930’s. Today, electrical power
generation and transmission isa primary businessfor largeriver authoritiessuch asthe
Lower Colorado River Authority. LCRA provides power to 44 wholesale electric

customers from Central Texas to the Coastal Region, including the City of San Marcos.

Electric Cooperatives - Formed in Texas in the 1930's pursuant to the federal Rural
Electrification Act of 1933, their purpose wasto electrify rurd areasthat could not be
economically served by investor owned utilities (I0Us). The Co-ops were financed
through federal loans acquired through the Rural Electrification Administration (REA).
The Co-ops have been successful in delivering electric service to Texas' rural areas.
Despite their non-profit self-governing status, however, Co-opswere regulated in the
same manner as Investor Owned Utilities (I0Us) until the recent passage of SB 373.
Being under the rate jurisdiction of the PUC led to excessive costsfor the Co-ops, even
though their rate cases are generally uncontested (TX Senate Interim Report, 1996:
161).

Like their municipal counterparts, electric cooperatives contribute to the general
operating funds of many Texas cities. Cooperatives operating within the city limits of a
municipality generally make acash transfer, referred to asa franchise fee payment, to
the host city. Thenorm for thisfee transfer is approximately 4% of operating revenue
earned by the Co-op for sales within the city limits (TPPA Seminar materials (Fall

1994). More recent agreements have been capped at 2%.
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Municipals- Thereare at least 75 cities in Texas which own and operatetheir own
electrical utility for the benefit of the local citizens. Many of the smaller municipal
utilities were formed following elections by local votersto issue bondsto buy their local
electric distribution system from:

e Larger municipal systemsserving satellite cities. Thiswas quite often the case until

the 1940's. At that time cities such as New Braunfelsand Seguin, for example,
purchased the local distribution system from San Antonio's City Public Service.

e River Authoritieswhich had provided local service. Thiswasthe casein San Marcos

and Kerrville until the mid-eighties when those cities opted to issue bonds to
purchase their local power distribution systems from the LCRA.
e Investor owned utilities. Although the opposite has a so occurred, local buyout of

privately owned power systems has been a trend that had been gaining momentum in
the last decade. The deregulation movement has slowed this somewhat as cities who

might otherwise have considered alocal buyout are now taking a"wait and see'
approach.

Public Power in Texas

To some extent, publicly owned power systems might be considered

"lightweights' in comparison to the investor owned utilities. Intermsof electric revenue

salesto ultimate customers, publicly owned systems make up only 12.7% of the total
salesin the United States (Schuler, 1996: 22). The essence of public power, however,
Isvery different from that of a corporate enterprise such asan investor owned utility.
Public power islocally owned, community directed, and not for profit. Public power
also comes in many forms. It canexist to servealarge city, like San Antonio, or asa
consortium of small systems that both generate and transmit power. Then there are the
several hundred public-power systemsthat only offer distribution services (Schuler,

1996: 24).
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Retail competition may become areality in Texas and other states in the next few
years, but it isimportant that government ensure that al customersbenefit from a more
competitive marketplace. Regulators must put in place appropriate mechanisms both to
preserve universal service in a competitive environment and to protect the reliability and
quality of service (Adib and Clark, 1996: 80). The PUC in 1996 proposed its own
innovative plans for restructuring theindustry, and, in fact, its work on the open-access
comparable transmission service rules may become a model for other states and the
Federa Energy Regulatory Commission (FERC) (Adib and Clark, 1996: 81).

Inaddition, the PUC has proposed a plan known asthe " TexasMode", that
would foster competition by requiring utilities to divest their generation assets. The
PUC’s open-access comparable transmission services rules have guided the FERC in the
development of asimilar rule being applied nationaly (Adib and Clark, 1996: 81).

The PUC will present the 75th Legislature with recommendations on stranded
investment and the scope of competition in the electricindustry in Texas. Among the
issues to be considered in the legidlative session are:

e Deregulation of power generation. It islikely that legislators will take additional
steps to compl ete the deregulation of the generation segment of the electric industry.
e Competitive alternatives. Legislative activities are expected to create a competitive

environment for alternative resources such asrenewables and energy efficiency
programs.

e Stranded investment. Stranded investment amounts to about $8 billion in Texas.
Legislative decisionsmay be made on the way these stranded costs will be shared by
utility stockholders and ratepayers.

e Existing socialy beneficial activities, sometimes referred to as'* stranded benefits™.
Utility initiatives such as low-income customer rates, energy efficiency and
conservation programs and research and development, which may not survive under
a more competitive environment, may be protected by legislative actions.

e Customer protection / quality of service. Additional safeguards may be imposed,
strengthening the utilities obligation to serve and the quality of service provided.
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e Reform of ratemaking. Performance-based regulation may replace cost-of-service
regulation in certain areas. Emphasiswill be on achieving certain benchmarks before
utilities are allowed to recover their costs.

o Retail/self-service wheeling / power exchange. Onalimited basis, large industrial
customersin Texas may be allowed to bypass their host utilities to shop for lower
rates (Adib and Clark, 1996: 82).

In addition to these issues that will be addressed at the state level, utility managers will

have to contend with at least two other issues at the local level:

1. Theeffect of competition on employment levels within their organizations and thus
in their communites in general.

2. Theeffect of competition on local ratesto customers which in tum determines the
financial viability of the utility. The "trickledown™ effect of this downward rate
pressure will be felt by potentially lower payments fiom the utility to the city's
general fund to be used to finance other operations of the city such as police and fire
protection.

With regard to payments to the host city general fund, Moodys Investor serviceis

concerned that the potential existsfor weak business practicesthat can hurt credit quality

and lead to arating downgrade (Aschenbach, 1996: 2). According to Moody's,
reasonable limits on enterprise system transfers are critical and should be based upon the
enterprise's profitability. Payments should be made only fiom revenuesthat remain after
debt service and operations and maintenance expense reguirements have been met

(Aschenbach, 1996: 2). Electric systemswill not be able to sustain large transfers once

strong competitive market pressure exists pushing costs downward. Some utilities have

already begun the process of lowering and / or limiting the amount of transfers to the
city's general fund. Such isthe casein Austin where an independent study funded by the

City and conducted by Price Waterhouse strongly suggests that transfers be trimmed

dramatically over aperiod of fiveyears fiom 1995-2000. The Jacksonville Electric

Authority has already taken stepsto ensure that the utility maintains its financial integrity
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before making any transfers to thecity. City officialshave changed JEA’s charter to
lower the permitted transfer. In 1995, JEA's transfer was reduced to less than 8% of
gross revenues.

Texas Competitive Position

Overall, Texasisinan enviable position as compared to other states. The
pressure from high rates felt by other states such as Massachusettshas not yet affected
the state's ability to retain large industrial customers. In fact, Texasfareswell in the
area of economic development asindicated below (TX Senate Interim Report, 1996: 95-
96).

e The number of new businessincorporations in Texas increased by more than 6
percent from 1993 to 1994, compare toa 5 percent national average.

e Texas had 25 companies on the Inc. Magazine 1994 list of the fastest-growing
companiesin the US.

e Texasranksfourth in total Fortune 500 Company headquarters. A number of
prominent companies call Texas home, including American Airlines, Exxon, and
JC Penney.

Electricity in Texas is considered a necessity by itscitizens. Reliability isso
basic to electric servicethat electricity consumersin thisstate presume power will be
available whenever it isneeded. Historically, that presumption has been well founded
because the reliability and quality of electric service within the state has been high.
There isno reason to assume in advance that a competitively restructured bulk power
market cannot maintain the high quality of service that the existing structure provides,

but that question ison the minds of industry leaders a thistime. This cannot be

considered acertainty until the shape of the competitively restructured market has been
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determined and interested parties can decide for themselveswhether the new structure
adequately addressesreliability concerns (TX Senate Interim Report, 1996: 97).

When considering changes to the current regulatory framework of the electric
utility industry in Texas, it isimportant to understand the distinct differences between
the type of deregulation that is likely to take place in the power industry and, for
example, deregulation of the telecommunicationsindustry. Although many similarities
exist among the two industries, some key distinctionsshould be noted in this
comparison. First, deregulation of the electric industry would be much more complex
with many more potential impacts, than deregulation of long-distance telephone service.
At the time of the 1982 consent decree permitting increased competition in the long
distance market, AT&T had a 90% share of the market. Today there are only three large
long distance providers(AT&T, MCI, and Sprint) and we are bombarded daily with
advertising of the servicesof these three providers. In stark contrast, the electric utility
industry is comprised of 3,000 investor owned, cooperative, or municipa utilities
nationwide. Second, the potential for unreliable telecommunication service does not
generally create as many risksto productivity, safety, and health as doesthe potential
for unreliableelectric service (TX Senate Interim Report, 1996: 98).

Reliability of electric service infrastructure iscritical to Texans and the Texas
economy. Even with diverse fuelsand generating resourcesin place, ensuring reliability
of electric serviceisno easy task in a state where, asin Texasin 1996, the temperature
at DFW airport has varied from 8 to 95 degrees Fahrenheit (TX Senate Interim Report,

1996: 99).
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In order to learn the opinionsand expectationsof public utility managers
regarding the many aspects of and potential impacts of deregulation, a survey was sent
to the city manager or general manager of each public power entity in Texas. Furthur
discussion of the research methodology used in this study is presented in the next

chapter.
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Chapter V: Research Methodology
Introduction
The Purpose of thischapter isto review the research methodology that was used
in the project. The method of datacollection, measurement and operationalization of the
data, and statistical analysisthereof will be discussed. Strengthsand weaknesses of

survey research and of the data are reviewed in this chapter.

Research Method

Thisresearchisdescriptive. The attitudesand beliefsof electric public power
system managersregarding the potential impact of deregulation of the industry was
gathered using a standardized survey. Thistechnique allowed the researcher to collect
data by formulatingquestions which relate directly to the hypothesesand sub-hypotheses.
The hypotheses were developed as a direct result of the review of the literaturewith the
intent of providing someinsight into those questions which are foremost on the mnds of
the utility managers.

The raw data from the survey responses have been compiled in a manner which
allowsfor the hypothesesto be tested as to their validity. Manager responsesare
categorizedusing a Likert type scale for the research questionsrelating to pricing
outcomes, staff level changes, and socially motivated programs. Percentageof change,
plusor minus, inrelationto today's levelsarealso used. This methodology helpsto
determinethe manager's beliefs concerning the degree of impact which deregulation will

have on the variousaspectsof the industry. Likert scales measuringthelevel of
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agreement or disagreement are used to anayze the manager's opinions about
deregulation’'s impact on socialy motivated programs and quality of service issues.

Responses are categorized by size and type of utility responding to the survey for
all of the questionsin order to determine if there isa difference in the responses based
upon the type and size of utility. Each response has been aggregated with like responses
in the appropriate categories using asimple frequency distribution.

In order to determine the viability of the survey instrument prior to sending it to
the utility managersthemselves the document was tested and modified. The survey
instrument was reviewed by amunicipal utility general manager, a manager from an
electric cooperative utility, an electric industry consultant, and the Executive Director of
the Texas Public Power Association (TPPA). Each of their suggestions was incorporated

into the survey document.

Unit of Analysis

The unit of analysis in this research are the managers of public power systems in
Texas. The population in thisresearch consists of one hundred percent of the managers
of the 163 public power systems presently operating in Texas. A survey was sent to the
manager of each entity.

The standardized questionnaire was used to determine the characteristicsof the
population (see the Survey Document) as to type and size of utility and title of

respondent.
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Strengths and Weaknesses of the Utility Manager Survey

Survey research inherently has some strengths and weaknesses (Babbie, 1992:
278-279). Survey datais considered to be strong in termsof reliability but isgenerally
weak in termsof its vaidity (Babbie, 1992: 279). By using a standardized survey
instrument the exact same questions were asked of each respondent. Thisstandardization
Isone strength of survey researchin that it minimizesinterpretationrequired of the
respondent. Whilethereisaways room for interpretation of the questionson the survey
document, aconsciouseffort was made by the researcher to minimize ambiguitiesin
their wording. All of the questions provided either a Likert-typerange of response by
degree or specified response categories based on percentage change plus or minusfrom
present day status.

Dueto thefact that thisisan evolvingissue, it ispossible that the managers
could have other concerns of equal or greater importancethan those targeted in the
research. To date, however, theissuesaddressed in thissurvey arestill important,
relevant and timely for eectric industry managers of all types of power systemswith
regard to deregulation.

In an effort to minimize one of the more common weaknesses of survey research,
space was provided following each question for narrativediscussion by the respondent.
In so doing, the respondentswere given the opportunity to add context to the raw data
culled from the survey. These narratives were then used to provide greater depth of
responsein the discussion of the survey results as contained in Chapter 7.

Dueto the relatively short time framefor receivingresponses, there was

insufficient time to send out follow-up copies of the survey. Theresponse rate was
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somewhat low at 34% overall, but was very consistent within the types of public power
systems (See Table 5.1).

Questions asked in thissurvey were of avery relevant nature focusing on
contemporary events. Thistype of investigation of prevalent attitudes lendsitself well to
survey research (Yin, 1994: 6). Itishighly likely that the respondents had contemplated
these issuesfor some time prior to receiving the survey document, thus adding to the
strength of the research. By forwarding this survey to electric utility managers, the most
competent expert / practioners in the field were given the opportunity to respond to the

questions.

Data Categorization

Public power organizations can generally be categorized as municipal,
cooperative, or other governmental agency such asariver authority. These entities vary
greatly in how they are operated and how their organizations are structured. Some
municipal utilities operate directly within the city government as a department, much
like police and fire, while others have separate boardswhich govern all aspects of their
operations. Cooperatives and river authorities operate autonomously from local
governments and have their own governing boards.

Other variations can occur with regard to the overall operation of the entity in that
other utility services such aswater, gasor wastewater treatment can also be provided by
the same utility supplying electric service. Electric public power utilitiesvary greatly in

sizein terms of number of customers (meters) served. These size and type variables
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were used to differentiate amongst the responses to determine if there are discernible
differences based upon them.

The final variable in the responses is based upon a time element of short (five
year) and longer (ten year) impact in three of the five conceptual categories. The intent
was to determine whether the managers believed the effects of deregulation would vary

over time as has been the case with deregulation of the telecommunications industry.

Operationalization of the Research Hypotheses

Each of the 5 major hypotheses contained in this study was addressed by using a
set of relevant survey questions designed to reveal the manager's beliefsregarding the
issue. Theoveral research question determining the managers attitudes and expectations
with regard to the effects of deregulation on the industry is addressed in the same
process. Table5.2 liststhe5 major hypotheses and correlates them with the appropriate
survey guestions which were used to operationalize them.

Following the Hypotheses Operationalization Chart as presented on Table 5.2,

results of the survey are discussed in Chapter 7.
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Chapter VI: Results

Introduction

The purpose of thischapter isto test the five working hypothesesand the sub-
hypothesesas stated in Chapter 2. Data generated by the respondent’s answers to the
survey questionsare presented in tables. The tablesare used to analyze the responsesin
such a manner as to determine whether or not the research hypotheses were supported.

On Tables 6.1 through 6.13, located throughout the chapter, theraw datais
presented using a frequency distribution to categorize the responses given by the
managers. In addition the data has been sectionalized into responsesfrom the three types
of public utilities surveyed; municipal, cooperative, and river authority. The raw data
isfurther segmented based upon the size (in terms of number of electric meters sewed)
of the respondent manager's utility. At the bottom of each table, a summary isused to
present the data in amore user-friendly, quick referenceformat by consolidating
responsesinto more general categorieswithout the detail of the raw data.

Responses were also given aweighted val ue based upon where they fell in the
response categories. For example, responseswhich fell in the category of <-25% for
guestion number one were given a weighted value of -3 points per response. The next
range, -10 to -25% was assigned -2 asitsweighted value, with -1 to -10% receiving -1
point for each response. No points were given for a 0% changeresponse. Conversely,
responses on the other side of "'zero™ received weighted values of +1, +2, and +3 points
respectively. The weighted scoresare then added together and a negative sum indicatesa

price decrease expectation while a positive sum indicates a price increase expectation.
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Thiswas done in order to measure the strength of the respondents beliefswith regard to
each question. A higher positive or negative score, therefore, indicates the overall
strength of the manager's opinions and the severity of the results expected with regard to
the issue in question.

Based upon the narrative sections of the survey responses, it isapparent that, as
expected, the managers are keenly aware of the impact deregulation is having and will
continue to have on theoperations of theiir entities and on themselves. Narrative
responses were very insightful and are used to add substance to the numerical datain
testing the results for each of the hypotheses.

The five sections which follow discuss the survey results in depth and test the

working hypotheses and subhypotheses.

Section |: Future Pricing Outcomes

This section presents the evidence that test the hypotheses which relate to the
effect that deregulation and competition will have on the price of electricity for various
customer groups. The fust survey question was designed to determine the managers
expectations regarding price outcomes as a result of deregulation from their present
levelsfor four typesof customers. The four customer types are: residential, small
commercial, largecommercial, and industrial. In addition, the survey was structured
so that the managers expectations regarding potential price shiftswould also be measured
in terms of time sensitivity. The timing resultsare discussed in this section and are also

the subject of Table 7.1 in Chapter 7. The four part question regarding pricing,



therefore, sought responses for both the short term (5 year) and longer term (10 year)
shiftsin pricing.

General Pricing Hypotheses

The general hypotheses for pricing outcomes based upon review of the literature was that
managers will haveformed opinions on the pricing effects of deregulation by thistime;
WORKING HY POTHESES#1: Managers will have opinions about the effect of
deregulation | competition on future pricing outcomes.

Clearly, the responses received from the managers indicate a keen awareness of the
impact which deregulation has had on the industry to date and the potential impact of
further deregulation. The responding managers have strong opinions about what these

impacts may be and they were very willing to share them on their survey responses.

Residential and Small Commercial Customers

The first sub-hypothesis in the pricing category relatesto the managers expectation for
smaller (in terms of kilowatt hour consumption) customers. Additionally, thethird sub-
hypothesis stated that the expected price increases will be greater astime goeson.

WH la. Managerswill believe that the aggregated costs of unbundled electric
services will bring about an overall increase in the price of electricity for residential and
small commercial customers.

WH |c. Managers will believe that these pricedifferentials will be more
dramaticin thelonger term (ten yearsfrom now) than in theshort term (five years
from now).

Tables 6.1 and 6.2 summarize the managers responsesto the question regarding

price outcomes for residential and small commercial customers. The average residential

customer consumesa small number of kilowatt hours per month (about 1100 to 1200 per
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month average in Texas) and smaller commercial customers use only somewhat more.
The costs to generate power and then carry it over transmissionlinesis generally the
samefor all types of customer, but other costsare higher on aper unit basisfor
residential and small commercial customers. Whether a customer uses 1100 kilowatt
hours or 1,000,000 kilowatt hours in a month, assome large industrial customers do,
some basic, fixed costsare usually incurred. For each of the customers just mentioned
the meter must still be read, the bill produced, mailed, and subsequently collected and
credited to the customer. These costs are significantly higher for the smaller user when
calculated on a per kilowatt hour basis. Typically, thisdrivesthe customer charge or
minimum bill for residential and small commercial customershigher in relation to the
other parts of the hill.

Many electric utilities subsidize these higher fixed costsfor smaller consumers by
shifting some of the cost burden to the larger power users. This type of subsidization has
been acceptable and prevalent in the past but will no longer be prudent in the deregul ated
future. New power suppliers with no residential or small commercial load to serve will
not be burdened with thistype of subsidy and may be able to offer the larger users
tremendous cost incentives to leave the host utility system. Oncegone, the local utility
may have little choice but to pass on higher fixed coststo the smaller users.

Overal, the managersbelieve that deregulation will have an adverse effect on
pricing for residential customers both in the short and long term (see Table 6.1). In fact,
they believe that price increases will be worsefor residential customersin the longer
term. Of the 72% of managers who expect increasesin the long term nearly half of those

expect those increases to be "large’, from +10% to more than 25%. The weighted value
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score for residentia customer increasesis+29 for five yearsand +47 for ten years. This
indicatesthe strength of the managershbeliefsthat priceincreaseswill be worsein the
longer term for residential customers.

Although a mgjority of the managerssee increasesfor residential customerson
the horizon (61% short term and 72% long term), there are a substantial number who
believe that pricedecreaseswill result from competition. Thisisespecialy huein the
short term where 26% stated they expect residentia pricesto declinewith 21%
responding thisway in the longer term. Another 13% short term and 8% long term said
they expect no price change fiom competition.

Narrative commentsregarding the price increase expectation focused on the
managershbelief that residential customerswill not have the same buying power as larger
customers. Larger customerswill receive the most benefit from competition from the
local electrical provider because they will have much greater ability to"'leave™ the host
system. Likein most salestransactions, if you buy alot of a product you normally
expect and get substantial price breaks. Many largeindustrial customersare already
asserting pressure on loca utilitiesto provide such decreases. Conversely, small
customerswill be " captured” and forced to bear the burden of remaining fixed costs and
other lossesincurred including those that may result fiom stranded assets. Aslarger
customersleaveto buy power fiom the lowest bidder, expensive infrastructure may go
unused or at least be underutilized. Parallelscan be drawn to the Airlineindustry which
has massive capital investment in equipment aswell; the airplanesthemselves. The asset
existsand debt payments continue whether anyone rides the plane or not. In the

electrical industry, however, the asset cannot be easily sold. Another airlinecompany



may desireto buy a used plane but it isunlikely that utility companies will be ableto sell
off portions of their assetsand remain a viable entity.

The minority view expressed was that competition will drive prices downward for
all types of customers, including residential and small commercial customers. In that
regard, however, most managers who believe that al pricing will drop do concur with
the majority opinion that the larger commercial and industrial customers will reap the
lion's share of price reductions.

Table 6.2 shows the managers price expectation for small commercial customers
and it closely resembles the survey results for residential customers. More than half of
the managers anticipate short term price increases. The weighted value score of +18in
the five year timeframe indicates the managers expect increases of somewhat |lesser
severity than they do for residential customers. In the longer term, the sametrend is
evident with the number of respondents stating that they anticipate increases escalating to
65%. Just asinthe five year timeframe, theweighted valuescoreisexactly 11 points
less than it was for residential customers at a score +36. About the same number of
respondents as in the residential categories feel no increaseat all isto be expected.

The narrative rationale for the small commercial responses closely parallels the
residential responsesjust asthe numerical datadoes. Small commercia customersare
considered to be amost as equally helplessto avail themselvesof competitive pricing as
the residential customer.

Results of the survey, therefore, support Working Hypothesis#1, WH |la, and

Wh |c.
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Large Commercial and Industrial Customers

The second sub-hypothesisrelates to the managers expectation for larger (in terms of
kilowatt hour consumption) customers. Aswasthe casewith WH la, it wasalso
anticipated based upon the review of the literature that price differentials (decreasesin
this case) will escalate over time;

WH |b. Managers will believe that the aggregated costs of unbundled electric
services will bring about an overall decrease in the price of electricity for large
commercial and industrial customers.

WH lc. Managers will believethat these price differentials will be more
dramatic in thelonger term (ten years from now) than in the short term (five years
from now).

Tables 6.3 and 6.4 show dramatically different resultsthan did Tables 6.1 and
6.2. Themanagers expectations are clearly expressed in the narratives and coincide with
the numerical results shown on these two Tables. Large commercial and industrial
customers are expected to see dramatic price decreasesin the short and long term.
Contrary to expectations, however, istheir belief that these decreases will become less
pronounced in the longer term. With the responsesfor residential and small commercial
customers showing ever increasing prices, it isinteresting that large commercial and
industrial customers are not expected to maintain their gainsin the longer term.

Table 6.4 reports the managers expectations with regard to pricing for the largest
electrical customers, theindustrial users, and the results are as expected. The number of
managers anticipating price decreasesis the largest of any category at 94%. As stated,
however, the number drops to 81% in the longer term. The narrative suggeststhat as

time goes on, pricing will still be paramount to the end user but other aspects of service,

such as quality and reliability of power, will begintogaininvaue. Largecommercia
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and industrial customersin particular will be the ones most likely to be willing and able
to pay for these quality aspects of power delivery. The opinion of the managersis that
this demand will cause an upward shift in pricing for these customers.

Weighted value scores for the large commercial customers reported on Table 6.3
are much higher than those reported for the residential or small commercial customersin
both the short and long term. The -52 scorefor short term price change indicates avery
strong expectation from the managersthat prices will decrease for large commercial
customers. Since therewere 53 respondents, it can be interpreted that the reduction
expected will be approximately -5% (in the -1 to -10% category). The longer term
results decrease to aweighted value score of -42. Still astrong indicator that price cuts
will be substantial and long term in nature.

Industrial customersare expected to fare even better in an openly competitive
market. Receiving by far the strongest weighted value scores of -80 short term and -61
long term. Managers are expecting decreases in the -10 to -25% range short term,
tailing of somewhat in the long term.

Results of the survey, therefore, support WH Ib. WH Ic, asit relates to the

large commercia and industrial customers, was not supported by the survey results.
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Section II: Effectson Staff Levels

This section presents the evidence that test the hypotheseswhich relate to the
effect that deregulation and competition will have on the level of staff for various aspects
of the electric utility industry. The second survey question was designed to determine
the managers expectations regarding the effects of deregulation on staffing from their
present levels for four typesof electric industry employees. The four employee types
are. generation (power production), transmission, distribution and operations, and
administrative/ support personnel. In addition, the survey wasstructured so that the
managers expectations regarding potential staff levelswould aso betime sensitive. The
four part question regarding staffing, therefore, sought responsesfor both the short term
(5 year) and longer term (10 year) shifts in employee staffing levels. The timing aspects
of these anticipated changeswill be discussed in this chapter and are summarized on
Table 7.1 in Chapter 7.

General Staff Level Hypotheses

The genera hypothesesfor staff level expectations based upon review of the literature
was that managerswill have formed opinions on the effects of deregulation with regard
to future employment levels in the industry by thistime;

WORKING HY POTHESES #2: Managers will have opinions about the effect of
deregulation / competition on future staffing levelsin various functions of the utility.

Aswas the case with pricing the responses received from the managers indicate a keen
awareness of the impact which deregulation will have on theindustry with regard to
employment levels. The responding managers have strong opinions about what these

impacts will be and this hypothesis istherefore supported.
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Distribution and Operations & Administrative | Support Personnel

Thefirst sub-hypothesis in the staffing category relates to the managers expectation for
administrative | support type personnel and for workersin the distribution and operations
field. These would include employeeswho are responsible for maintaining and repairing
lower voltage lines, and other aspectsof the power supply system. These employees
would generally be associated with the "retail” aspects of the industry. Additionally, the
third sub hypothesis stated that the expected staff decreases will be greater as time goes
on.

WH 2a. Managers will believethat staff reductions will take place in both support
personnel and in distribution and operations personnel.

WH 2c¢. Managers will believe that staff reductions will be greater in the longer
term (ten yearsfrom now) than in the short term (five years from now).

The managers who responded to the survey believethat distribution and
operations employees are not expected to maintain their present levelsin the deregulated
industry. Table 6.7 showsthat 55% of the managers look for reductions in this category
short term holding fairly steady but with some recovery at 47% reduction longer term.
Weighted value scores at -26 short term fade to -18 long term. Interpreting these scores
in asimilar fashion to those in the pricing categories, it would seem that the managers
expect short term D & O staff reductions at about -3 to-5%. Longer term, the decreases
lessen, perhapsto-1to-3% lower levelsthan today.

Thereis also asignificant group of respondents who see increases for this group,
especially in the longer term, 18% growing to 28%. Another one out of four managers

expect no changein D & O personnel levelsin either time period.
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Fairing worst of the four employment groups in both the short and longer term
are administrative and support personnel as evidenced on Table 6.8. 58% of the
managers expect decreases in the five year window. Few of the managers reported losses
of more than 10% expected for this group, however, which is consistent with the other
employee categories. Longer term, recovery isexpected. Thisisarecurringthemein
each of the employment categories. Weighted value scoresfor the A / S group are
similar to those registered for the distribution and operations personnel and are also
surprisingly closeto those shown for generation staff. A /S scores were -25 and -20 for
short and long term respectively. Interpreting the responseswould once again result in a
-5% decrease expected short term recovering to -2 to -3% within the ten year timeframe.

Narrative comments focused on overall reductionsin categories which can be
classified as" overhead" as the cause for targeting support personnel. More utility
mergers are anticipated as a driving force in lowering overall employment levels. In
particular support and distribution and operations personnel will be hardest hit according
to the respondents. Many of the managers noted that systems maintenance will
deteriorate in the short term as the focus comes on pricing alone for atime. Distribution
and operations personnel will be cut as maintenance is deferred. Managersare also
expecting a great deal more outsourcing of this type of work in the future. Even small
utilities handle much of thistype of routine maintenance work with in-house support
staff today.

The minority opinions expecting growth in these two employee groups pointed to
specifics in their region or in their own utility as the basis of their rationale for adding

employees. Almost one out of four managers overall listed an increase expectation.

80



Othersfelt that new opportunitiesfor support personnel would exist in the areas of
marketing and customer retention. Likewise, employment levels were expected to rise
as customer desirefor greater reliability versus price began to return to the market. Once
maintenance again becomes a priority, arecovery in distribution and operations
personnel is anticipated.

One manager has a bleak outlook with regard to deregulation in terms of a
government inspired "' form-filing-frenzy" which may ensue. He feelsthat the massive
papenvork requirements of the newly deregulated industry will, in and of itself, cause
an increase in support personnel.

Results of the survey, therefore, support WH 2a. WH 2¢ was not supported by

the survey results.

Generation (Power Production) and Transmission Personnel

The second sub-hypothesis in the staffing category relates to the managers expectation
for employees in the fields of power production and transmission. These would include
employees who work at power plants and those who are responsible for maintaining and
repairing high voltage lines, power substations and other "wholesale" aspects of the
supply system. Additionally, thethird sub hypothesis stated that the expected staff
decreases will be greater as time goeson.

WH 2b. Managerswill believe that staff reductions will occur for generation and
transmission personnel to a lesser degree than for support and distribution and operations
personnel.

WH 2¢. Managers will believe that staff reductions will be greater in the longer
term (ten years from now) than in the short term (five years from now).
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Table 6.5 lists the managers responseswith regard to employeeswho work in the
generation (power production) aspects of theindustry. Fully haf of the respondents
believe that there will be downsizing in employment levelsfor thistype employee. The
results indicate that the decreases will not be"'radica", with approximately -1% to -10%
reduction expected in the short term. Another 40% fedl that no changeswill occur in this
category in the next five years. On the longer horizon, there isa shift further downward
in the expectationsfor cutsor, it could besaid, that rehiring in thisareais expectedto
take place within ten yearstime.

Aswas the casein the fust two employment groupsexamined, the longer term
horizon shows arecovery or a the least alesseningin the drop in staff levels. Weighted
value scores for the generation group were surprisingly similar to those of distribution &
operations and administrative/ support personnd. Scoresof -25 short term and -18
longer term are virtualy the same asfor those two employee groups. The only
distinguishabledifference lies in the fact that many more respondentsexpect no change
in this group. 40% see no change short term while 36% have this viewpoint through the
ten year period. One manager surveyed stated that as existing power production
capacitiesare eliminated (which he feelswill happen within the next five years) smaller
generation plants requiring more personnel per megawatt of power produced will
gradually increase employment levelsin the generation category.

Table 6.6 reports employment expectations for transmission employees. The
managers five year timeframe shows 44% predicting a decreasefalling to 36% in the
longer term. Similar to the generation results, many managerslook for no changewith

38% long term and 36% short term reporting thisway.
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Transmission employment resultsfor the longer, ten year window show that the
managers are clearly divided as to what will occur. An equal number (36% each) believe
there will be asmall decrease or no change in staffing levels. Another significant group
(29%) believe that staff levels will actually increase in this category for the long term,
up from 19% short term. Weighted val ue scores echo the resultsof the frequency
distribution. Low scores of -14 short term and only -2 long term indicate the
differentiation of opinion here.

It can be concluded that the managersfeel that transmission employeeswill be
least effected in the short and long term based on the survey results. They received both
the smallest decrease expectations and the largest overall increase expectations of any
group.

Results of the survey show marginal support for WH 2b. Clearly, transmission
related personnel are expected to have fewer reductions in staff than the administrative /
support or distribution & operations groups. The same cannot be said, however, for
generation personnel. The resultsfor this group are almost indistinguishable from the

first two. Onceagain, WH 2c was not supported by the survey results.

Section II: Quality of Semces|ssues

This section presents the evidence that test the hypotheses which relate to the
effect that deregulation and competition will have on certain quality aspects for electrical
service. The question was designed to determine the managers expectations regarding
the impact that deregulation will have on system reliability, outageresponse time, new

or enhanced technologiesin the industry, and new or enhanced customer programs.



There was no time element included in this question. The two questions relating to
reliability and outage response were subdivided into aresponse for residential versus
commercial customers.

General Quality of Sem ce Hyvpothesis

The general hypotheses for quality of service expectations based upon review of the
literature was that managers will have formed opinions on the effects of deregulation
with regard to these issues by this time;

WORKING HYPOTHESES #3. Managers will have opinions about the effect of
deregulation / competition on quality of semceissuesincluding reliability of electrical
service, outage responsetime, availability of new or enhanced technologies, and
development of new or enhanced customer programs.

Once again, the evidence isclear from the responses received that the managers are very
much aware of the impact which deregulation has had and will continueto have on the

industry with regard to quality of serviceissues. The responding managers have strong

opinions about what these impacts will be and this hypothesisis therefore supported.

Residential and Commercial Semce Reliability and Outage Resnonse Time

The first and second sub-hypotheses in the quality of service category relateto the
managers expectation for utilities' ability to maintain reliable service in a deregul ated,
competitive world. Inaddition, opinions were sought from the managers as to what
effect deregulation would have on their ability to respond to customer electrical outages.
WH 3a. Managers will believe that service reliability will be enhanced for both

residential and commercial customers, but more so for commercial.
WH 3b. Managers will believe that outage response time will be enhanced

(quickened) for both residential and commercial customers, but more so for commercial.
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Table 6.9 liststhe managers responses to the system reliability and outage
response time questions. Review of the literature reveaed that competition normally
raises customer expectationswith regard to the quality of service delivered. The
managers responses do not concur with this generalization as applied to a deregulated
electrical industry. An average of only 12% of the managersbelieve that these two
aspects of service quality will be enhanced for both residential and commercial
customers. Conversely, more than half of the managers, 51.5% average of the four
responses, expect that adeterioration in these areasislikely. Therewerealso a
significant group (about 37%) who believe that deregulation and competition will neither
enhance nor cause a deterioration in these areas. Weighted value totalsare very evenin
the four categorieslisted on table 6.9. All four numbers are negative and three of the
four scored a weighted value of -20 with oneresult at -21. This demonstrates the
managers overriding belief that these quality issueswill deteriorate system wide and
thushave an impact on all types of customers.

Interestingly, the managers responses with regard to both reliability and
response time issues, show higher deterioration and enhancement resultsfor the
commercial customers. It appearsthat they have strong feelings that the effects on the
commercia group will be more pronounced than for residential customers regardless of
which way the pendulum swings. Clearly, a majority believe the swing will be toward
deterioration, however.

This view is perhaps indicative of the managers expressed belief that the

residential class of customers will be the one most likely to receive continued
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governmental support though re-regulation or continued enforcement of programs
designed to assist and protect the smaller usersof electricity.

Several managers stated in their narratives that reliability will have a greater price
in the future and that those customers willing to pay more can expect enhanced service.
The remaining customers will have alower priority for restoration of power. With less
maintenance, it seemslikely that system reliability will gradually erode. Because local
utilities will be competing with independent power marketers who have no system to
support, the feeling among some managersisthat profit marginswill be reduced to
levels that do not allow support as we have come to expect it today. More than one
manager stated that, legal or not, responsetimewill be better for those customers who
are still purchasing their power from the local utility than for those who have switched
over to an alternative provider. Due to the overall expectation that customers will be
able to switch providers, the question arises as to how much the host utility will be
willing to commit its stretched resourcesto these functions.

Having reviewed the managers responses to employee levels, it seems obvious
that the sheer reduction in numbers will also have a bearing on a utility's ability to
maintam the system (reliability) and to repair it once damaged.

Based upon thisreview and analysis of the survey responses, neither WH 3a nor
WH 3b issupported. It appearsthat the managers belief that pricing issues will override
these quality issues, at least initially. The managers clearly do not expect that

competition will enhance these aspects of the industry asit hasin others.
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Availability of New or Enhanced Technologies and Customer Programs

The third and fourth sub-hypothesesin the quality of service category relate to the
managers expectations with regard to the impact which deregulation and in particular
competition will have on the development or enhancement of industry related
technologies. Likewise, information was sought as to their awareness of the effect
competition will have on new or enhanced customer satisfaction based programs.

WH 3c. Managerswill believe that the availability of new or enhanced
technologies will be accelerated by deregulation / competition.

WH 3d. Managerswill believethat the availability of new or improved customer
programs will be accelerated by deregulation / competition. Customer programs for this
research are defined as any program which is, in general terms, aimed at increasing
overall customer satisfaction and / or loyalty.

Table 6.10 reports the results of these two enhancement program questions.
Many technological advanceswere seen in the telecommunications industry following
deregulation and there is some expectation in the literature reviewed that this will be the
case with the electrical industry as well. With regard to the technological advances, the
managers show 58% in agreement that deregulation and competition will indeed bring
about at least moderate acceleration. Another 21% believe the acceleration will be
pronounced for atotal of 79% in agreement. Virtually the same percentage of managers
(79%) expect that pronounced acceleration will take placein the area of new or enhanced

customer programs. The number responding that pronounced acceleration is anticipated,

however, was higher at 33%.
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Weighted value scores are very high for both the technological and customer
enhancement aspects. At +104 and +110, these can be viewed as two expected
outcomes of deregulation and competition that the managersfeel very strongly about.
The managers see both these areas as crucial to competing for new customers and
retention of existing ones.

While it isobvious that the managers believethat in the new deregul ated
competitive world price will be king, good customer serviceand enhanced products will
also play an important role. Advances in the productive utilization of personnel in all
aspects of the businessare anticipated. There isa definite tone in the narrative responses
that customersin the"'new" deregulated industry environment will be looking for greater
value for their electrical dollar. If autility can provide that though technology or
customer satisfaction programs they will have an advantage over a competitor who does
not.

One area in which the managersexpect a greater offering of choices to the
customer isin the area of metering. Once enhanced technologiesarein place, different
pricing options could be made available to the customer. Time of userates, for
example, would give customersgreater choice and an opportunity to save money on
electrical costsif they are willing and able to make certain lifestyle adjustments. Another
type of new meter is expected to monitor the use of each individual appliance within the
home. Onceagain, marketing will beakey focus.

Results of the survey and subsequent analysis, therefore, strongly support WH

3c, and WH 3d..

93



B Buipunos o) aNp %00] 0} PPE Jou Aew sabejuanlag
%EE %Y %42 %Lz %85 %he %
LC ¥z 1! 1! cE L 1ol
0 0 } 0 L 0 Kuoyiny Jaay
Ly L € S 9l 14 do-09
9 £l L 9 EL L ediouny
Aewwng
L1198 voL E|EJ0L A M
&S w (4% EE 09 Ll anjea pajybiom (€101
Ll 1 74 L Lb 0t L V101
b ! 000'G>
o :Aluoyiny JSAY
.......... w1y lmorans
| b o z <000'00}
b o rA 000°001-000°05
! b b L 000°'05-000°6Z
4 € z L z 000°6Z-000'S1
¥ ] b oz 6 b 000°'G}-000'S
4 L b 000°>
............................................................................................. ______do-09)
.......... S & ot e ey [__i__JeoLlans
Zz A <000°'001
b b 000'001-000°05
4 b b b b 000°05-000°'SZ
b b 000'62-000°'G}
b rd b oz 000°61-000'S
z L ] £ L 9 000's>
ledipiunpy
£ 4 L | ¢ z } anjen pajybiapm
abueyo abueyd
uojje.lajadae paosunoucid uonela@adoe alelapo ON uciielaj=2320e padunouold uonela|adde ajelapoiy oN
SANsnpul Jamod 21119919 ay) u swelboid Jawoisno peoueyua JO Mau Jo cAnsnpur J1amad U033 auy) Ul sa1ojouyna) padtueyuR JO MaU JO wnoy
Anpgerieae ay) ajesaisace [jim uoniedwiod ydiym o} saiBap ayy st jleum €€ | Anigenese ay) ajeisiaace [im uoiedwod yoiym o} aa1Bap au) st jeyp Z'E | AN B 3dAL A

0L'93lqelL




Section I'V: Socially Motivated Programs

This section presents the evidence that test the hypotheses which relate to the
effect that deregulation and competition will have on certain socially motivated programs
that are now prevalent in the electrical service industry. The gquestion was designed to
determine the managers expectations regarding the impact that deregulation will have on

these programs. There was no time element included in this question.

General Socially Motivated Programs Hypothesis

The general hypotheses for socially motivated program expectations based upon review
of the literature was that managers will have formed opinions on the effects of
deregulation with regard to these issues by thistime. While it isclear that the managers
surveyed agree that deregulation will have an impact on all five sub-categories of socially

motivated programs, certain areas are expected to fair better than others.

WORKING HY POTHESES #4: Managers will have opinions about the effect of
deregulation / competition on socially motivated programs such as the local requirement
to serverule, life-linerates to indigent ratepayers, discounted ratesfor church, charity,
or non-profit entities and environmental programs.

Once again, theevidenceisclear from the responses received that the managers are very
much aware of the impact which deregulation will have on the industry with regard to

social issues. The responding managers have strong opinions about what these impacts

will be and this hypothesis is therefore supported.
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Requirement to Serve Provision | Lifeline Rates | Cut-Off Restrictions

The fourth survey question was designed to determine the managers expectations

regarding the effects of deregulation on socially motivated programs. The response

groupings focus on requirements which, over the years, have been placed upon public

power systems in the regulated environment. The first three question sub-groupings

relate to:

e Therequirement to serve provision which states that the host utility must provide
service regardless of cost / benefit or financial payback.

e Theavailability of lifelinerates, subsidized ratesto the smaller user to insure that a
minimum public health and safety standard can be maintained.

e Restrictions to cut-offs dependent upon such factors as wesather conditions.

The hypotheses regarding the effect of deregulation on this grouping of socialy
motivated programs based upon areview of the literature were asfollows:

WH 4a. Managerswill "agree” that deregulation/ competition will bring about a
reduction in or elimination of the local requirement to serverule.

WH 4b. Managerswill " agree™ that deregulation / competition will bring about a
reduction in or elimination of lifeline rates.

WH 4¢. Managerswill "'agree” that deregulation/ competition will bring about a
reduction in or elimination of restrictions to cut-off provisions based upon weather or
hardship.

Table 6.11 addresses these three sub-categories. First, the requirement to serve
provision. The managers are sharply divided on thisissue but asmall majority, 53%,

disagreed or strongly disagreed that this provision would be removed or drastically

modified. 15% of the respondents felt compelled to strongly disagree with the statement



while another 8% strongly agreed. The narratives provide some rationale for their
apparent opposing positions on this matter. In the ' disagreeing’ managers opinion,
some form of regulatory or governmental oversight will remain that will force
continuance of this particular provision. Thisismore or |esssupportive of the argument
toward re-regulation of the industry as opposed to deregulation.

The " agreeing™ managersfeel that deregulation will be more complete and the
decision to serve acertain customer will be based more upon a cost benefit approach than
has been customary up tonow. The weighted value score of -8 indicatesa very slight
tendency toward disagreement that the requirement to serve provision will be removed or
drastically modified.

With regard to utilities being able to sustain lifeline rates, 41% believe they will
continue while 59% believe thiswill be one socially motivated program that will be
greatly damaged or no longer offered at al in the deregulated industry. The weighted
value score of +13 indicates moderate agreement on the managers part that lower than
cost based lifelinerates will no longer be available. If thisistrue, it isanother indication
that the smallest consumersand / or those who can least afford this modem day necessity
will not be the ones to benefit from deregulation and competition. Aswasthe case with
the requirement to serve provision and al of the socially motivated programsin this
section for that matter, many managers believe government intervention is inevitable.

The expectation for hardship / weather cut-off restrictions issimilar to that for
requirement to serve. An even larger group, 58% believe that thisprovision will be
protected. The weighted value score at -12 indicates moderate disagreement that lifeline

rates will cease to exist or face severe cutback.
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There are quite afew managers who, once again, believe that protection of this
program will carry aprice. The question remains asto who will be made to bear the
cost. It was pointed out that investor owned utilities have reduced these programs
whenever possible and, assuming the playing field isleveled following deregulation,
many public power systems may do so as well if given achoice in the matter. These
programs cost money and their continuance may be completely dependent upon
governmental intervention. If the programs continue to be required in the future, one
manager refers to them as "just another unfunded mandate'.

Results of the survey, therefore, support WH 4b. WH 4aand WH 4c were not

supported by the survey results.

Discounted Rates and Environmental 1 Conservation Programs

The second two question sub-grouping for socially motivated programs relate to:
e Theavailability of discounted rates to churches and not-for-profit enterprises.

e Environmentally motivated programs such as conservation and |oad management.

The hypotheses regarding the effect of deregulation on the second grouping of socially
motivated programs based upon areview of the literature were as follows:

WH 4d Managerswill " agree” that deregulation | competition will bring about a
reduction in the availability or existence of discounted ratesfor churches, charitable
organizations or other non-profit entities.

WH 4e Managerswill "'agree” that deregulation | competition will bring about a
reduction in environmentally motivated programs such as those which control emissions
at power plants minimizing one of the causes of acid rain.
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Table 6.12 indicates that the final two aspects of socially motivated programs,
discounted rates and environmental programswill be hit the hardest by deregulation and
competition. 64% of the managers believe that rates which arelower than cost-of-service
based will no longer be available or will be cut dramatically following deregulation.
They expect this despite thefact that many utilities, especially those that are publicly
owned, offer thistype of discounted rate today. Likewise, 61% expect the same fate for
environmentally motivated programs. Weighted value scores were similar to each other
at +15 and +17. These scores indicategeneral agreement that these two types of
programs will in fact face reduction or elimination.

A significant group of the managersdo hold out hopefor thesetwo types of
programs, however. It wasstated in one narrative that after the price "feeding frenzy™,
the buying public may be willing to pay morefor power generated in a more
environmentally friendly manner. An example of this would be hydroel ectric power,
which uses a renewable energy source, water, to turn theturbines which generate the
electricity. Itishoped that an increasing number of ratepayerswill be interested in
""green power" of this nature.

Results of the survey, therefore, support WH 4d, and WH 4e.

Section V: Paymentsto Local Government
This section presents the evidence that test the hypotheseswhich relate to the

effect that deregulation and competition will have on cash and in-kind payments from a
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host utility to the local government for uses other than utility related. The question was
designed to determine the managers expectations regarding the impact that deregulation
will have on these payments and transfers. There was a short and long term time element

included in this question.

General Funds Transfer Hvpothesis

The general hypotheses regarding expectationsfor paymentsto loca government based
upon review of the literature was that managers will have formed opinions on the effects
of deregulation with regard to these transfers by this time:

WORKING HYPOTHESES #5:; Managers will have opinions about the effect of
deregulation / competition on the level of payments to local city government in the form
of paymentsin lieu of taxes, franchisefees, unbilledor "'in kind" services or other
transfers,

It isclear that the managers surveyed have formed strong opinions about the effect of
deregulation / competition on these payments. In fact, thisquestion brought forth more

of an emotional response than any other questionin the survey. Thishypothesis was

strongly supported.

Short and L one Term | mpact

Thefifth and last survey question was designed to determine the managers
expectations regarding the effects of deregulation on the payments made by electric
public power utilities to the host city government. Answers were provided which
allowed for a determination of the short and long term expectationsof the managers with

regard to these payments.
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The hypotheses regarding the effect of deregulation on paymentsto local
governments based upon areview of the literature wereas follows:

WH 5a. Managerswill believethat payments/ transfers will be greatly impacted
(reduced) in the future as a result of open competition in the electrical markets.

WH 5b. Managers will believe that payments/ transferswill be impacted
(reduced) more in the longer term (ten years from now) than in the short term (five years
from now) due to the need for reduced governmental subsidiesin an open competitive
electrical market.

The managers surveyed most certainly agree that deregulationwill have a dramatic
impact on payments and transfers of this nature. Thelarge majority feel the impact will
be negative toward local city government funding, but another minority group feels
differently even if vastly outnumbered.

Many cities have developed a growing reliance on such transfers, especialy from
municipally owned electrical systems. Cooperativestend to havelower payment levels
through their kanchise fees. Typically, new kanchise agreementsare now being
contracted at only 2% of sales and only for those salesfrom inside the city limits.
Because of this fact responses based on the type of utility, municipal or cooperative,
were markedly different. Thiswasthe only response category that thiswas true. Table
6.13 indicatesthat asa group, the managers expect reductionsin city payments. In the
short term, 57% of the managers seereductions. The number escalatesto 69% in the
longer term. A significant percentage of the respondentsforesee reductions of greater
than 25% of existing payment levels. In particular, managersof municipa systems see

greater reductions. A number of managerssee no impact from deregulation, but only

10% (average of short and long term) are predicting that paymentswould actually
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increase. Weighted value scores here are high with -38 reporting for short term effects
and -48 in the longer term.

Thebasicrationale is that subsidization of local government activities of this kind
will be attacked by price-driven cost cutting measuresjust as any other cost. Cities
which cannot wean themselves of overdependence on utility payments will be at risk to
lose their customer base altogether according to several managers. One manager
questioned in his narrative whether or not a** new' utility would be required to make any
payment at all? If not, how could an existing utility competeif forced to continue
making a city payment of this nature? Another manager argues that more utility boards
will be set up in amanner which makes them autonomous from direct oversight of the
city government. Otherwise transfers of thistype, sometimes referred to asa'hidden
tax"" which is regressivein nature but noticed by few could continueto grow. Thisis
anticipated due to the fact that competition will only fuel the firesfor more cutsin
government making tax increases a continuing problem for loca governments.

The minority opinions expressed state that, contrary to these arguments, they
expect city paymentstoincrease. Rational for thisposition include a belief that new
providers of electricity wishing to serve in urban areaswill provide local governments
with incentivesto' cooperate’”. Thiscould be true if cities maintain some type of control
over utilities to the extent that the local government can determine which of them may
servein the city limits. In atotally open, retail wheeling environment thisis not
expected to be the case.

Results of the survey, therefore, support WH 5a, and WH 5b.
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Thefinal chapter of this research providesa general discussion of findings expressedin

thefirg six chapters.
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Chapter YII: Discussion

Introduction

The purpose of this chapter isto discuss the findings of the research in summary
form and describethe limitations of the research.

Thisstudy wasintended to provide the reader with an insight into the possible
outcomes resulting from deregulation and competition in the electric power industry. By
conducting a survey of the attitudesand expectations of public power managersas to
these potential outcomes, tremendousinsight has been gained. Discussion of these key
elements is ongoing in theindustry on adaily basis. While much has already been
written on the subject, theresearcher knowsof no other study which tapsinto the
viewpoint of the expert practionersof the day-to-day operationsof electric public power
systems of Texas. It ishoped that this accumulation of datawill give the reader practicle
insight as to how these changes will eventually effect their daily lives. The reader may
then use the information in whatever appropriatemanner to preparefor deregulation of
the industry which at thispoint in time seemsinevitableand in al of our immediate
futures (see Table 7.1).

The data providesevidence tha change of an unprecedentedscaleis imminent for
an industry that has served the public well for over one hundred years. It isaso apparent
that the effects of deregulation will be far-reaching. It isclear that alot isat stake
financialy. Theelectricindustry islarge in terms of revenues generated and no doubt
therewill be big winnersand big losersas aresult. Small consumerswho have benefited

in the past from government induced subsidies could well see them be greatly reduced or
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even disappear. What financial hardships this shift will cause and what environmental or
socialy motivated programs will be protected, if any, remain to be determined.

These outcomes will be determined as the debateis played out in utility
commission hearing rooms and state legislative sessionsin the very near future. New
technol ogies could develop which will make the industry change at an even more rapid
pace than it would have beenif driven by competition alone.

Price shifts should mean lowered coststo large commercia and industrial
customers. American industries should see tremendous gains in their ability to compete
internationally if the price benefits of competition fall asheavily toward them asthe
managers surveyed in this study expect. It isanticipated that thiscould transate into
more and better jobsfor the citizens of Texas and the United Statesin the long run. If
payments to local governments are impacted as dramatically as the managers expect, it
remains to be seen how and if these lost revenues will be made up for in the future. Itis
possible that many services offered by local government will be impacted in the short
term and longer term. It appearsthat the direction istoward additional direct-assignment
of costs, perhaps causing increasesin user fees. Subsidies, whether for altruistic or

socially motivated reasons, appear to be headed for severechallenge on all fronts.
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Der egulation Qutcome

Price Shifts

Staff Levels

Payments to Local

Govenment

Table7.1 - Timeline

Dramatic price shiftsare expected in the near future (within
S years) for al classes of customers. Pricesare expected to
continue to shift throughout the next ten years as well.
Reductionsin staff levels are expected across the board for
all theemployee categories used in this survey in the next
fiveyears. Inthelonger, tenyear timeframe, arecovery is
expected but not back to present day levels.

Reductionsin funding of local city government operations
through utility transfers are expected in the near future
(withing five years). Furthur, more dramatic reductions,

are anticipated in the longer, ten year timeframe.

Note: The survey document was not designed to produce a timeline response from the
managers for questions 3 and 4 which relate to system reliability issuesand socially or
environmentally motivated programs. The narrative responses, however, givethe
indication that the expected timing of these changes isdirectly tied to deregulation in the
same manner asthe pricing, employment and fund transfer issues. It can be stated,
therefore, that changes are expected in the near future (within five years) with regard to:
system reliability, outage response time, new technologies and enhanced customer
programs. Additionally, deregulation will have an immediate impact on the requirement
to serve provision, theavailability of lifeline and discounted rates, hardship cutoff
restricitons, and environmentally motivated programs.



Limitations of this research include the fact that only public utility managersin
Texas weresurveyed. No data was obtained from investor owned utilities which could
very well have a different viewpoint on the subjects that were the focus of thisstudy.
Additionally, only Texas managers were surveyed and regiona concerns other than the
Southwest are therefore not in evidence. Based on the overall consistency of the
managers responses, however, the researcher believesthat afair representation of
public utility manager attitudes as of thiswriting are contained in the research project.

A follow-up study, perhaps at thefive year timehorizon (2001) and ten year
(2006) would certainly be interesting since many of the survey questions were presented
with those timeframes in mind. The telecommunicationsderegulation is now twelve
years past and it appearsthat the effects are still evolving daily. A similar study directed
a investor owned utility managers would provide an interesting contrast for comparison
aswell. Research involving managers of other statesand perhaps of other countries
which have aready undergone deregulation of their electric power industry would also

be of value.
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List of Participating
Cities
Co-Operatives
River Authorities



Cities

City of Augtin
City of Bartlett
City of Boerne
City of Brenham
City of Brownfield
City of Brownsville
City of Bryan

City of Caldwell
City of Cagtroville
City of Cuero

City of Denton
City of Floydada

Floresville Electric Light & Power System

City of Georgetown

City of Giddings

City of Gonzales
Kerrville Public Utility Board
Kirbyville Light & Power
City of LaGrange

L ubbock Power & Light
City of Mason

City of Moulton

City of Plains

City of San Antonio

City of Weatherford

City of Yoakum
Unknown

Unknown

Co-Oper atives

Bandera Electric Co-Operative
Bluebonnet Electric Cooperative, Inc.
Brazos Electric Cooperative

Central Texas Electric Cooperative, Inc.
Coleman County Electric Cooperative
Cooke County Electric Cooperative
Deep East Texas Electric Co-Operative
DickensElectric Co-Operative, Inc.
Fayette Electric Cooperative, Inc.

Fort Belknap Electric Co-Opereative



Co-Operatives (continued)

Greenbelt Electric Co-Operative

Houston County Electric Cooperative, Inc.
Kaufman County Electric Cooperative, Inc.
Kimble Electric Co-Operative, Inc.
McLennan County Electric Cooperative, Inc.
M edi a Electric Cooperative, Inc.
Navasota Valley Electric Cooperative, Inc.
NuecesElectric Cooperative, Inc.

Pedemal es Electric Cooperative

Rio Grande Electric Cooperative, Inc.

Sam Houston Electric Cooperative, Inc.
South PlainsElectric Cooperative, Inc.
Swisher Electric Cooperative, Inc.
Unknown

Wharton County Electric Cooperative, Inc.

River Authorities

Guadalupe Blanco River Authority





